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Land Reform in Bolivia 


By Dwight B. Heath: 


Land reform has often been cited as a major preliminary step 
in any program of economic development in underdeveloped 
countries. Even the most enthusiastic proponents of agrarian 
reform, however, consider it a necessary but not sufficient means 
to effecting pervasive and enduring social change in areas where 
agriculture is the main industry and ownership of land is the 
basis for the prevailing distribution of income. The most effec- 
tive way of objectively evaluating the role of land reform in 
economic development is to study changes which have come about 
as results of programs formulated and implemented with such 
specific aims. Bolivia presents just such a case, where land 
reform was instituted in 1953 as a major plank in a political 
program admittedly aimed at effecting a social revolution. 

The historic and economic background of the Bolivian decree 
has been summarily described by Flores,’ and the five years 
which have intervened since its promulgation allow a realistic 
assessment of successes and shortcomings in terms of the aims 
specified in the law itself. Six “fundamental objectives” were 
cited in the preamble of the decree: * reallocation of land, devel- 
opment of Indian communes, revision of agricultural labor rela- 
tions, stimulation of agricultural development, conservation of 
natural resources, and promotion of domestic migration. A 
detailed discussion of the extent to which these aims have been 


* The author is Sterling Fellow, and Reader in Anthropology, in the 
Graduate School of Yale University. 

1Edmundo Flores, “Land Reform in Bolivia,” Land Economics XXX 
(1954), 112-124. 

* Decreto Ley 03464, of August 2, 1953, is entitled “Agrarian Reform 
in Bolivia.” The author's translations from the decree are set in quo- 
tation marks throughout this paper. 
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achieved, and of the changes which have taken place in the way 
of life of the Bolivian people is important in evaluating this 
recent experiment in land reform. 


I. Reallocation of Land 

First among the explicit objectives of the Bolivian land reform 
law was “. . . To allot land to the peasants who do not have 
it or have very little . . .” (Preamble). At the core of every 
agrarian reform is a protest against concentration of the land 
in the hands of a wealthy few—an assertion that the land belongs 
to him who works it. In the Bolivian instance, the primary 
object of attack was the large semi-feudal estate where a land- 
lord owned vast expanses and exacted exorbitant rents in labor 
and produce from tenants who worked there because they had 
no other place to go. In the high fertile valleys (around Cocha- 
bamba, Sucre, Tarija), smouldering resentment against oppres- 
sive landlords broke into open warfare when the Indians got 
arms from the Nationalist Revolutionary Movement Party 
(M.N.R), before the land reform was drafted. It is a well 
documented fact that many farmers who refused to yield their 
properties to insurgent bands of Quechua peasants in that area 
were driven off by force, or shot. There were many landowners 
who simply abandoned their farms, leaving herds of select live- 
stock, all types of dairying and farming machinery, and their 
household and personal effects rather than risk staying where 
anarchy ravaged the land. Even in the larger cities—especially 
Cochabamba—the wealthy still live uneasily behind high fences 
which can’t keep out the stones and threats which “liberated” 
Indians throw at them. Many men who lost or left the great 
wealth which they’d inherited in the west have moved to the 
eastern lowlands, an undeveloped tropical frontier, to start anew. 

Revolt against the gentry broke out on the altiplano also, and 
many landlords yielded—or fell—to violence. There is a coher- 
ent and self-consistent body of rumor attributing specific atrocities 
including torture, rape, and cannibalism, to the Aymara Indians 
there. 

It must not be imagined that the Indians acted wholly without 
provocation. They have an heritage of submission to the privi- 








ay 
Lis 


rm 
ve 
ery 
ind 
ngs 
arty 
nd- 
bor 
had 
tha- 
res- 
got 
arty 
well 
heir 
area 
ners 
live- 
their 
here 
ially 
nces 
ted” 
great 
y the 
new. 
, and 
oher- 
cities 
dians 


ithout 
privi- 


LAND REFORM IN BOLIVIA a 


leged ‘“Whites” and, in many instances, were abused as serfs who 
worked five days in the landowner’s fields to pay for the use 
of a tiny plot on which they could raise hardly enough to feed 
their families. Often landlords would extend just enough credit 
to keep tenants bound to the estate, and corporal punishment 
and the droit-du-seigneur were freely exercised. This was largely 
an outgrowth of the colonial system whereby each Spanish noble- 
man who received a grant from the Crown was also charged 
with the religious conversion of resident natives, but the limits 
of their privileges and obligations in administration were not 
clearly set forth. 

But neither were all landlords abusive. In the eastern section, 
the relationship between land, owner, and tenant has long been 
very different. Since the natives were nomads and not settled 
in communities, royal land-grants made no mention of any bond 
between the Spanish landlord and the indigenous population. 
In this sparsely populated area of alternating prairie and jungle, 
the poorest peasant could work a tract of unclaimed land or 
could “squat’’ unnoticed within the broad uncultivated exten- 
sions of a large estate. In order to attract workers therefore, 
landlords were obliged to offer at least as much as a man could 
have independently for the same effort. Farm laborers were got 
by offering the security of housing and food for the family, the 
loan of tools (and sometimes land), and a tiny cash wage. 
Isolated large estates constitute virtual communities in the east, 
and landlords there sometimes also bound the workers to them 
with perpetual debt. However, the relationship was always 
more that of employer and employee than of feudal lord and 
serf, as in the west. Perhaps this factor is as important as the 
more obvious one of differential population density in under- 
standing the absence of outbursts of violence in the eastern 
lowlands, contrasting sharply with the altiplano and valleys. 

When the law of agrarian reform was enacted, it was declared 
that “All Bolivians of either sex above 18 years who devote or 
want to devote themselves to agriculture will be given land 
where there are reserves in accordance with the plans of the 
Government .. .” (Article 77). An orderly procedure for estab- 
lishing rights and order of preference to allotments was set 
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forth. The “reserves” of land which were set aside, from which 
peasants might be alloted portions, include not only all public 
lands but also all unoccupied land beyond city limits, and for- 
ests, which reverted to state ownership (Article 3). Furthermore, 
specifications were laid down for dividing large estates by expro- 
priation in order to give arable land to more peasants. As stated 
in the list of primary objectives, areas liable to expropriation 
were those “. . . which inefficient landlords hold in excess, or 
from which they enjoy absolute rents not earned by their own 
personal labor in the field.” (Preamble). 

The ruling against retention of “absolutely rented’ land has 
been generally interpreted as a blanket statement that a landlord 
forfeit to tenant farmers the plot which they had worked for 
their own families (Article 78). Although this has given land 
to many peasants throughout much of the country, it has had 
the opposite effect in the east where many landlords no longer 
allow their employees to cultivate small plots for their own 
use, for fear the peasants might claim rights to title of the 
land on the grounds of having worked it personally. 

The specifications of “efficient” land use and of “excess” 
holdings are not so clear. Efficiency is only partial basis of the 
key distinction between agricultural enterprises which are favored 
by the law, and /atifundia which the state declines to recognize. 
The former are characterized by “. . . large-scale inversion of 
supplementary capital, the regimen of salaried labor, and the 
use of modern technical means (except in regions of irregular 
topography) . . .” (Article 11), and are contrasted with lati- 
fundia, ‘*. . . extensive rural properties which remain unexploited 
or deficiently exploited by the extensive system, with antiquated 
instruments and methods which allow waste of human effort . . .” 
(Article 12). The differentiating specifications are unfortunately 
imprecise for so important a distinction—farms considered lati- 
fundia are subject to total expropriation except where a member 
of the owner’s immediate family works (Articles 34 and 35), 
whereas agricultural enterprises are allowed to retain large areas 
even if some of their employees be tenants without wages, so 
long as capital investment be doubled and modern techniques 
be used, (Article 36). 
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The specification of “excess” in landholdings is little more 
precise. Among types of agrarian property recognized under the 
law are the following: ‘The small property is that which is 
worked personally by the owner and his family . . .” (Article 7); 
and “The medium property is that which, while having an exten- 
sion greater than that classed as small but not having the 
characteristics of the capitalistic agricultural enterprise, is ex- 
ploited by a crew of paid laborers or using technico-mechanical 
means...” (Article 8). The agricultural enterprise has been 
characterized above, in contrasting it with the /atfundium. 

Maximum extensions are set for the various types of land- 
holdings, “. . . taking into account only the eonomically cultivable 
areas,” (Article 13), and varying in different geographic zones. 
The zones in which different maxima obtain are ostensibly 
delineated to allow for vast differences in economic cultivability, 
due to fertility of soil, availability of water, topography, climate, 
and other relevant factors which vary enormously in so diverse 
a country. Any attempt to evaluate the meaning of the zoning 
system is made especially difficult by two apparent inconsisten- 
cies—in the first place, the limits of the zones are not explicity 
delineated by the law nor by any supplementary directives (the 
local topographer who maps a site assigns it to a zone); and, 
in each of the three sections of the law which specify maximum 
areas for different types of landholdings, the list of geographic 
zones is different. For example, in listing the maximum exten- 
sion of the small property, three major zones comprising sixteen 
sub-zones are differentiated (Article 15); for the medium prop- 
erty, four zones and nineteen sub-zones (Article 16); for the 
agricultural enterprise, five zones, of which only one has a single 
subdivision (Article 17). Statistical averages of land-area of 
farms would be virtually meaningless because division among 
successive generations of heirs has reduced many holdings to 
less than one hectare (about 21/, acres), while there are holdings 
in the eastern area which are still measured in terms of “so 
many days’ ride” in different directions from the main house, 
comprising unmapped thousands of hectares. 

According to the law of agrarian reform, any farm which 
exceeds the maximum limits as specified is subject to at least 
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partial expropriation. Expropriation is not effected immediately 
in the public interest to build up a reserve of land under gov- 
ernmental domain as might be expected. On the contrary, the 
slow mechanics of expropriation are set into motion only in 
response to the filing of a specific brief by individuals who hope 
to be awarded the land in question. 

Poor and uneducated peasants are in no position to make any 
such formal bid for land. Representatives of the M.N.R. Party 
early organized the peasants into local “unions,” however, and 
have won land in the name of these quasi-corporate bodies for 
distribution to members. Members of the legal staff of the 
National Council on Agrarian Reform agree that this is illegal 
but do not actively oppose such procedure, in part because there 
is a heavy volume of precedent and in part because theirs are 
appointed positions sensitive to political currents. It was not 
difficult to organize “unions,” even among illiterate peasants, 
because tangible rewards were offered immediately. The reason 
for joining, at no expense and little inconvenience, was often 
not so much the promise of an eventual allotment of land as the 
coupons which afforded as much as 1500 percent discount on 
certain price-supported goods, and which were given, together 
with arms and ammunition, to win allegiance to the Party. The 
opportunity to buy sugar at 50 bolivianos a pound when it was 
selling everywhere at 800, lured many men to sign their names. 

There are many who dismiss the entire M.N.R. program of 
universal suffrage, nationalization of the mines, and land reform 
as nothing more than shrewd demagogic maneuvers planned 
to gain popular support with power to consolidate their political 
position. This appears to be an inadequate evaluation because, 
whatever the original purpose, these moves provide the ground- 
work for what may gradually become a very real social reform. 
Although these planks in the Party platform cannot be simply 
dismissed as political expedients they may in some respects be 
discredited as such. The land reform law itself is administered 
by politically-appointed local and regional Agrarian Judges, and 
membership in the National Council on Agrarian Reform, which 
is at once a planning and administrative body and the highest 
court of appeal in land cases, is also appointive. In a country 
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where government has traditionally been strongly partisan it is 
not surprising that this affects the application of the law. ‘“‘Far- 
mers’ unions” rarely petition for land from estates belonging to 
M.N.R. supporters, even when these have vast expanses of land 
not in use. To date, expropriation has been almost exclusively 
from non-Party men, and, on the other hand, Party sympathizers 
have been generally protected. 

In stating the primary objective of the agrarian reform as 
the allocation of land to landless peasants, the qualifying phrase 
is added: “. . . on the condition that they work it,” (Preamble). 
In the decree this important condition is further specified—the 
new owner is to forfeit land if he has not begun agricultural 
work within two years, (Article 77). However, it is not made 
clear when this period of grace commences. Even the head of 
the legal staff of the National Council on Agrarian Reform 
could not tell the author whether the deadline should be com- 
puted from the time when the local Agrarian Judge awards 
provisional possession to peasants, pending settlement of the 
appeal (under Article 59 of Decreto Ley 03471); or from time 
of the granting of final titles to new owners. To date, this 
remains a theoretic problem only, which the National Council 
has not yet had to face in a specific case. It is doubtful whether 
the clause will ever be used against a new owner because indi- 
vidual grants, which never exceed the area of the small property, 
are so small as to make litigation hardly feasible. In fact, 
probably a majority who have been awarded land have tilled it 
from the start, raising produce which is their subsistence. That 
they do not bring goods to market is generally attributed to 
their “laziness,” invariably the first characteristic mentioned by 
“Whites” in describing Indians. Such a simplistic accusation 
overlooks the lack of technical skills and equipment which limit 
the small farmer’s capacity in the dry cold altiplano, and the 
excessive fractionation of the land which has come from popu- 
lation pressure in richer areas. 

In no instance did the author encounter the sale of a tract 
of land awarded under the law. Speculation takes other forms, 
nonetheless. In the province of Nor Yungas near La Paz, at 
least one landlord’s extensive citrus orchards remain intact be- 
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cause, exactly reversing the earlier situation, he is now able to 
rent land from his former tenants, and retains his role as benevo- 
lent autocrat throughout the valley. In Santa Cruz where allot- 
ments are large (normally 50 hectares), merchants, mechanics, 
and other city-dwellers have applied for plots which are to be 
cleared and cultivated by hired labor. Near Montero, less than 
one-half of the jungle land awarded to the Monterico Farmers’ 
Union was divided among members who are tilling it; union 
leaders are using the larger portion only as a source of readily 
salable lumber and firewood. 


Benefited peasants are required to pay for land the value 
which had been declared for tax purposes. Agrarian Reform 
Bonds, non-capitalizable at 2% interest, are to be paid within 
twenty-five years, under provisions spelled out in detail in a 
subsequent decree, Decreto Ley 03525. If the strict specifications 
for payment were adhered to, few peasants would retain their 
allotted plots, but this phase of the land reform has been virtually 


ignored to date. 


II. Development of Indian Communes 


Second of the “fundamental objectives” of the agrarian te- 
form is “to restore to the indigenous communes the lands which 
were usurped from them, and to cooperate in the modernization 
of their agriculture, respecting and making use of their collec- 
tivist traditions insofar as possible,” (Preamble). How many 
of these communidades persist as virtually autonomous city-states 
in but not of the Bolivian nation no one knows, although esti- 
mates usually range between 3,500 and 4,500. Scattered through- 
out the altiplano and valleys, they are enclaves where traditional 
Indian law and administration are respected, and where land is 
held in common, with allotments rotating annually among mem- 
bers of the commune. 


In some of these communes, a peculiar reversed racial preju- 
dice is encountered whereby anyone other than Indians may stay 
only a few hours, and “foreigners” (that is, non-members) are 
viewed with distrust. There is sufficient historic reason for this 
reserve, since “Whites” have tried to encroach on communal 
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land almost continually since the first contacts were made in 
colonial time. 

Although simplified summaries of the land reform decree 
were promulgated in the Aymara, Quechua, and Guarani lan- 
guages as well as Spanish (Article 175), the law is little known 
by the several Indian groups. Interest in national affairs is 
exceptional, and illiteracy is the rule. For these reasons, few 
communes have applied for restoration of lands (under Articles 
42, and 57-60) which owners of neighboring estates have taken 
through the years, on the grounds that the Indians who held 
them since Inca times lacked legal titles. Neither is it sur- 
prising that in such socially and economically isolated groups 
which are dependent almost entirely on farming, there should be 
suspicion of outsiders who discredit proven traditional prac- 
tices and offer to introduce new and untried methods which 
they admit would lessen man’s intimate association with Pacha- 
mama, the divine Earth-Mother. Passive resistance is not their 
only reaction; when they perceive a real threat they take direct 
action. Members of one Quechua commune near Cochabamba 
blockaded the road when they heard that a truck convoy was to 
bring tractors, plows, harrows, and other machinery for a demon- 
stration under the auspices of Point Four’s regional agricultural 
extension service. The drivers tried to pass, but fled when the 
barrage of stones replaced vituperation, one man was stabbed, 
and several shots fired. North American administrators who 
wrote off the incident as Communist-instigated presumed that 
“if we could once show them the obvious advantages, Indians 
would naturally welcome mechanization and other technological 
improvements.” The Bolivian government has not ventured even 
to outline any program for introducing change to the communes. 


III. 














Revision of Agricultural Labor Relations 


Third of the “fundamental objectives” of the land reform 
decree is “to free rural laborers from their conditions as serfs, 
ptoscribing gratuitous personal services and obligations,” (Pre- 
amble). That the law was conceived as part of a social revolu- 
tion with far broader implications than might stem naturally 
from a revision of patterns of land tenure alone is clearly stated. 
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Succinct examples are the following: “The peasant worker is 
[hereby] incorporated to the juridico-social regimen of the Na 
tion...” (Article 144), and, “The system of wages is [hereby} 
established as the norm of remuneration in all individual or 
collective contracts,” (Article 145). The Indian was clearly to 
be liberated from feudal tenantry with its associated complex 
of perpetual debt, high rent paid in labor and produce, sexual 
access, and other autocratic practices. 

In large part this has been achieved through dispossessing the 
landlords. The few who have dared to stay on small portions 
of their original holdings which they were allowed to retain 
were not abusive. Occasionally, in fact, a large estate may be 
found operating much as it has since colonial times, with peas- 
ants satisfied to remain tenants with use but not title to land, 
earning only a token wage for their work in the fields, barns, 
and house of the owner. For example, some landlords near 
Sucre have kept their tenants satisfied simply by introducing 
1200 bolivianos as a weekly wage (often less than fifteen cents 
in buying-power), to a paternalistic relationship otherwise un- 
changed. It has already been noted how one farmer near La 
Paz rents land from Indians who formerly rented from him. 
The hesitancy of some landlords in the eastern area to let their 
salaried workers use land for fear they might claim right to it 
on the basis of having tilled it is another aspect of the complex 
relationship of employer and employee to the land. 

An extreme example of the impact of the law is seen in the 
Yungas, an area of rugged terrain where the humid tropical 
climate in the valleys belies the frigid height of the encircling 
mountains. From the time of the Inca empire, these valleys 
yielded great wealth in coca, the narcotic leaf which poor 
Indians chew constantly for relief from hunger, thirst, cold, or 
fatigue. Construction of elaborate terraces, even before the 
sensitive plant could be set out, required huge expenditures of 
labor, as did the tedious cultivation and harvesting. As the 
Indian population increased many times over, and a world de- 
mand for refined cocaine grew, the crop increased in importance 
despite the tremendous cost in human effort, and landlords grew 
wealthy. Heavy taxes on coca also helped the government. With 
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the promulgation of land reform, peasants took over the estates 
or landlords abandoned them rather than pay rent or wages. 
The Indians failed to grasp the value of the coca crop, or lacked 
the rare combination of self-discipline and cooperative enter- 
prise required to work it successfully. In the past five years 
the terraces have been eroded beyond repair and the major crop 
of this rich area has almost disappeared. 

A relevant question is what became of the dispossessed land- 
owners. Many, in fact, had long been absentee landlords living 
in cities remote from their holdings which were maintained by 
hired administrators. This was the general pattern in the cold 
drab altiplano, and occasionally held true in the yungas and 
other valley areas. Such men were the cosmopolites of the 
nation, and most of them are now engaged in banking, politics 
and commerce. Runaway inflation has consumed savings and 
personal fortunes so that one almost must have some immediate 
income. Usually it was only the less wealthy who actually main- 
tained residence on their holdings in the western part of the 
country. A few of these men have stayed, as described earlier. 
Others have gone into small retail businesses in the cities, or have 
become administrators in slowly expanding productive industries, 
such as cotton, sugar, petroleum, tobacco, and so forth. A few 
have been active in the rapid development of truck transporta- 
tion to meet the needs of the newly mobile “‘liberated” Indians. 
And those with a love of the land and pioneering spirit went to 
the eastern area where they are opening up new lands for 
agriculture. 

What has become of benefited peasants has no more simple 
answer. Probably the majority continue to live where they had, 
and to do small-scale farming on plots only slightly larger than 
those allotted them as tenants earlier. They have been relieved 
of rents which they had paid in produce and/or labor, such as 
farming, herding, providing fuel, maintaining buildings and 
grounds, and so forth. They have also been relieved of punish- 
ment and other occasional abuses. In exchange for this they 
have forfeited little more than the informal “social security” 
offered by the landlords in caring for the ill and aged. They 
retain land for farming and grazing, as well as irrigation water. 
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The greatest lack seems to be that of direction—large scale farm- 
ing had been under the supervision of foremen, so that with the 
land fractionated into small private plots and no precedent for 
collective effort except under strict management, peasants do 
little more than cultivate kitchen-gardens for family subsistence. 
There is some truth to the accusations that most new landowners 
spend little time and effort working their lands. Independence 
is a heady replacement for paternalistic feudalism. Freed from 
the restricting schedule of work for the landlords, many accede 
to a temptation to rest from their lifetime of labor, and to have 
parties with music and dancing and drinking whenever they can. 
Others go to the big cities, sites of romance and wonder, where 
a man can earn enough to eat just by selling some weavings or 
tools, by working as a porter or even sometimes just by begging. 
To be sure, there are some who stay on the land and till it dili- 
gently, but even they have little surplus produce to take to 
market. 


IV. Stimulation of Agricultural Development 


The fourth “fundamental objective” of the land reform decree 
is listed as “‘to stimulate greater productivity and commerciali- 
zation of the agricultural industry . . .” (Preamble). It is 
unfortunate in a country which spends a large portion of her 
very limited foreign-exchange assets importing foodstuffs that 
five years of agrarian reform have yielded no marked progress in 
this respect; in fact, only in recent months is agricultural pro- 
duction approaching pre-reform levels, after a long and severe 
decline. An analysis of the means projected and adopted shows 
clearly why. 

Although latifundia appear inefficient in their use of massed 
manpower with antiquated tools and techniques, they were in- 
variably self-supporting and yielded a small surplus which was 
sold to urban markets. Reallocation of the land has actually 
lessened production from these estates. The exodus of peasants 
to the cities, and the lack of organization of those who stay 
on the land have already been cited. Without leadership and 
planning, they are loath to work together, especially since the 
land has been broken up and the individual portions are so 
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small. Those who remain as tillers produce little for sale since 
they are almost self-sufficient; many Indians buy virtually nothing 
more than salt, kerosene, and matches. 

Then too, they are ill-equipped to grow more than the sparse 
necessities of an austere subsistence. Their homemade tools for 
use by hand or drawn by oxen never made work easy. But in 
the exhilaratingly carefree weeks of the early “emancipation,” 
many sold their tools to buy alcohol or corn for festive drinking. 
Indians didn’t know how to operate the tractors and equipment 
which were abandoned on a few estates, so stripped them and sold 
the parts. Stores of grain and other seeds were eaten and not 
saved for planting. Livestock too were butchered with no regard 
for their productive potential. 

The most striking example of the degeneration of an estate is 
Pairumani, where “Tin King” Simon Patino spent literally mil- 
lions of dollars creating a model farm, orchards, dairy, and 
stock-breeding establishment near Cochabamba. Although he 
never returned from Europe where he found refuge from the 
anti-Indian prejudice of his native Bolivia, he spent lavishly on 
having not simply a showplace, but a working farm with excel- 
lent facilities for experimentation and demonstration. It also 
served as a center for the distribution of selected seeds and pure- 
bred livestock at less than cost, with the aim of improving 
yields throughout the area. Within a few months after the 
estate was disjointed under the agrarian reform, seed-corn had 
been made into chicha, the Quechuas’ liquor; prize cattle and 
sheep had been butchered for meat, and buildings and equip- 
ment were stripped of salable parts. In the following five years, 
the orchards and gardens have become overgrown and gutted 
buildings only hint at the bold conception which Pairumani 
once represented. 

Among the means offered to stimulate greater productivity and 
commercialization of agriculture was “. . . facilitating the inver- 
sion of new capital,” (Preamble). But capital investment does 
not flourish in a climate of nationalization and expropriation. 

It is clear why, in the mountainous western area, absentee 
landlords did not want to make investments which would under- 
mine the very feudal system which had supported them in 
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urbane luxury. Others were disturbed by the lack of property 
guarantees and of personal security. 

In the eastern lowlands, on the contrary, farms had usually 
been run by the resident owner, with hired labor. The level 
terrain lends itself to the use of agricultural machines which 
U.S. Point Four missions rented at infinitesimal rates after they 
had cleared jungle land with heavy bulldozers. Since there was 
no threat to their persons, many owners there chose to stay on 
the land and to transform their farms into agricultural enter- 
prises in order to defend their title to large areas. It has 
already been mentioned that a few dispossessed landlords came 
to the eastern area and invested anew in farms there. 

Poor peasants benefited by the law could hardly be expected 
to invest capital which they never had. 

Where private enterprise was lacking, projects aimed at increas- 
ing domestic food production were financed by national and 
even international organizations. These have enjoyed only lim- 
ited success. Both the large sugar refinery and the rice hulling 
mill near Montero were established and supported by the Bolivian 
Development Corporation (C.B.F.). During the last milling 
season, administrators report that even on the few days when 
the sugar mill was able to buy enough cane, “mechanical fail- 
ures and human errors” limited their production to less than 
one-half the rated potential. Most of the sugar produced is 
subsequently rendered to alcohol, rather than alleviating the 
national food shortage. The rice hulling mill is usually idle 
because charges are so high. With money from the United 
Nations Children’s Fund (U.N.1.C.E.F.), and United States’ Point 
Four aid, a milk-powdering plant has been built near Cocha- 
bamba. Designed to process about 6,000 gallons daily, it has 
not been put into operation because the surrounding area pro- 
duces no surplus beyond its normal consumption and there are 
neither cattle nor pasture-lands to allow expansion of dairying. 

Another of the means proposed for furthering agricultural 
development was “. . . respecting the small and medium farm- 
ers,” (Preamble). Small and medium properties are explicitly 
excepted from expropriation (Article 32, 33, and 39). Such 
farms, however, are unlikely places ‘‘to stimulate greater pro- 
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ductivity and commercialization of agriculture,” because of their 
limited scope as defined by the law. Nor have the guarantees of 
such properties always been adhered to. Around the village 
of Cotoca near Santa Cruz, all of the land expropriated for a 
large Indian-resettlement project administered by the United 
Nations came from medium-farmers who still resent having been 
given remote jungle land in exchange. 


Yet another means proposed for stimulating agriculture was 
‘. . . developing agrarian cooperativism,” (Preamble). In the 
five years following the enactment of the law, representatives of 
the National Council on Agrarian Reform have established two 
agrarian cooperative organizations in the Department of La Paz, 
two in Cochabamba, and one in Potosi. Such cooperatives were 
planned to allow the pooling of a group’s resources for the 
common good (Article 133-4), in a manner more efficient than 
that of several individual peasants working their separate small 
plots independently. That each of these five cooperative ven- 
tures has failed is taken by officials as an indication that, “The 
peasants aren’t ready yet for such such progressive ideas,” or 
that, “The psychology of the people is basically opposed to 
cooperativism. They have been too often cheated and so trust 
no one in a position of authority.” It is unfortunately true that 
such distrust is omnipresent, and even more unfortunately true 
that it is often justified. Administrators and officers of all five 
cooperatives did cheat and steal openly, shirked their duties, and 
in general came to deserve the lack of faith shown in them. 
Although all newly formed Indian cooperative ventures have 
failed, the success of such organization among Japanese, Italian, 
and Canadian (Mennonite) immigrant colonies in the Santa 
Cruz area; and the persistence of the ancient Inca communes in 
the highlands attests its potential value. 


One more means to progress in agricultural development was 
‘. . . lending technical aid,” (Preamble). Responsibility for 
this aspect of the agrarian reform program has been assigned 
the Interamerican Agricultural Service (S.A.I.), under the Boliv- 
ian Ministry of Agriculture and the U.S. Operations Mission. 
Their immensely ambitious program has accomplished little of 
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enduring benefit, for a variety of reasons. It is popular to view 
the Indian peasant as “bound by tradition,” and this provides a 
convenient rationale for simply ignoring the problems of the 
vast majority of Bolivia’s farmers. Agricultural extension agents 
are located in larger towns, where they give pamphlets to an 
illiterate populace, and offer to sell fertilizers, insecticides, and 
outdated seeds. Agricultural experiment stations do not publicize 
their activities nor their offerings. A cattle-breeding farm is 
located where the only access is by airplane or several weeks’ 
horseback ride from the nearest market-town. Even wealthy and 
well-educated farmers in the Santa Cruz area who adopted the 
use of modern machinery when it could be rented cheaply were 
quick to revert to archaic forms of manual labor when realistic 
rental fees were imposed. The rejection of American aid by 
members of Indian communes has already been noted. 

The final means suggested for promoting agriculture was 
“.. . opening possibilities for credit,” (Preamble). This activity 
too has been administered by Point Four, and has become a 
focus of anti-U.S. resentment. Not only the small farmers 
themselves, but also the press and responsible organizations 
complain of favoritism in this respect. There is no provision 
for the peasant who must face a year of unusual expenses without 
income if he is to clear his land, build a house and fence, and 
plant for the future. Land is accepted as collateral, but only if 
a man has clear title, and titles are generally not issued under 
the land reform until a person has put the land into cultivation. 
Loans are available from other sources, but only at enormous 
rates of interest. 

There are seven provinces (roughly equivalent to counties) 
where the reallotment phase of the land reform may be said to 
have been completed. The National Council on Agrarian Reform 
has no more cases pending from Quillacollo, Tarata, Cliza, and 
Punata provinces in the Department of Cochabamba, nor from 
Los Andes, Omasuyos, or Camacho in the Department of La 
Paz, and all peasant claimants there have been awarded free 
titles to their small plots. In these provinces, the United Nations 
is planning a pilot program in agricultural development, with 
the introduction of experimental stations which are to work on 
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the wants and needs of the local people, a more liberal program 
of supervised credit, gradual education of the people to adopt 
new techniques, and so forth. No start has yet been made. 





V. Conservation of Natural Resources 


The fifth ‘fundamental objective” stated in the land reform 
decree is “‘to conserve the natural resources of the nation, adopt- 
ing technical and scientific means which are indispensible,” (Pre- 
amble). All unoccupied land beyond city limits and all forests 


























































4 are declared the property of the State, (Article 9). It is espe- 
e cially noted that, “All rubber and brazil nut trees revert to public 
e domain,” (Article 70), and a program for the exploitation of 
ic those valuable products under governmental franchise is out- 
Ny lined. Restrictions of this program have not yet been imposed 
on the single company who enjoys a virtual monopoly in handling 
as these products. 
ity There is little indication of the scope or means envisaged 
a for conservation. If agriculturally productive land itself be 
ars counted, the outcome has been far from satisfactory. We have 
ns already mentioned how ancient coca terraces in the yungas are 
on being destroyed by neglect, and how a former model orchard 
ut at Pairumani now yields only a little firewood. Throughout the 
ind mountains and valleys, elaborate irrigation systems are falling 
r if into disrepair. The bulldozers used by Point Four for clearing 
der land on the eastern plains scrape off humus and rich topsoil as 
on. well as trees and brush, exposing the sandy substratum which is 
ous readily leached of any nutriment it may have during torrential 
seasonal rains. 
i VI. Promotion of Domestic Migration 
orm Last among the “fundamental objectives” of the agrarian 
and reform is ‘‘. . . to promote currents of domestic migration of 





the rural population, now excessively concentrated in the inter- 
andean zone, with the objective of obtaining a rational human 
distribution, of strengthening national unity, and of integrating 
the eastern area of the Bolivian territory economically with the 
western,” (Preamble). 

The marked geographic diversity of the country, which is 
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explicitly recognized in differential application of the land re- 
form in various zones has already been mentioned. The Andes 
cut from north to south in two chains which tower along the 
western frontier and through the center of the country. Some 
rugged peaks more than 21,000 feet high are perpetually blank- 
eted in snow, but the wealth of mineral deposits there, which 
have long been basic to the national economy, has probably 
been as important as the natural barriers to transportation in 
causing and perpetuating an extremely irregular distribution of 
population. The altiplano is the barren high plain which stretches 
monotonously cold and dry between these ridges and barely sup- 
ports the Quechua and Aymara Indians who farm there with 
difficulty. The tropical yungas (near La Paz) and other more 
temperate valleys (near Cochbamba, Tarija, Sucre) which cut 
into the eastern chain of mountains are more fertile and com- 
fortable. These zones which comprise the western half of the 
country support more than four-fifths of the total population, 
while the tropical lowlands jungles and prairies which stretch 
east from the mountains remain virtually unsettled. Extremes 
in population density may be noted between the Departments 
of Cochabamba (27.0 per square mile), and Beni (0.77 per 
square mile) according to the 1950 census. 

Accordingly, domestic migration was proposed “with the ob- 
jective of obtaining a rational human distribution .. .” It is 
not surprising, however, to find that people are not wholly 
rational in their reactions toward being redistributed within a 
country as large as France and Spain combined, and incomparably 
diverse. Because the land in the altiplano and valleys cannot 
support the dense population there except at a uniformly, and 
absolutely, low standard of living, there have been numerous 
short-lived programs throughout this century for mass relocation 
of young landless peasants from there to the unsettled and 
apparently fertile eastern lowlands. The incentive of free land 
alone did not suffice; latest and largest offer was in the agrarian 
law itself: “. . . any peasant laborer from the region of the 
altiplano or valleys will be given 50 hectares in the eastern 
area on request, and on his pledge to begin work within two 
years,” (Article 91). When this offer failed to attract people 





eS es 6lhlUlCUlU Oe 


















LAND REFORM IN BOLIVIA 21 





on their own initiative, more direct action was undertaken by 
both national and international organizations. The Bolivian 
Development Corporation secured a large tract of jungle land 
near Montero, and provided houses and a truck for a few young 
miners to be moved there from Potosi three years ago. Half 
of the group turned back immediately upon arrival at the grossly 
different and desolate site; the others have become wealthy, not 
by farming, but by trucking logs to the city of Santa Cruz. The 
National Army has formed a “Colonial Division,” composed 
of nineteen-year-old conscriptees who are brought from the west 
to the northern Santa Cruz area where they clear land, build 
roads, and work on large farms. During four years of this 
program, fewer than twelve percent have taken advantage of 
the offer of a small house and 50 hectares of land at the end 
of their year’s service. Personnel of the United Nations consider 
it a satisfactory year when just eight percent of the people they 
bring from the altiplano and valleys stay at their resettlement 
project in Cotoca near Santa Cruz. The resentment of local 
people who were displaced from their farms despite legal guar- 
antees has already been mentioned. There are a multitude of 
other reasons, besides the Indians’ “hereditary love of the moun- 
tains,” which “Whites” invariably note as being as integral a part 
of racial character as “laziness” and “bondage to tradition.” 
Extensive medical records have been compiled showing that the 
move from an altitude of about 16,000 feet to one of only 1,500 
feet is not physically harmful. No evaluation has been made, 
however, of the possible enervating effect of Quechuas’ continu- 
ing to wear the six or eight layers of wool which are needed 
in the altiplano, in a tropical area where the natives wear only 
light cotton. Diet is altogether different also , with the western 
Indians’ beloved vegetables virtually unavailable and starches 
predominating in the new area. Racial prejudice is all the 
harder to overcome because the newcomers speak an altogether 
different language. And even agriculture, the basic family occu- 
pation, is wholly different with new crops, different seasons, no 
irrigation or draft animals, and so forth. In sum, the east is 
a hostile and bewildering new world which holds little appeal 
for Indians from the west, however “rational” their removal 
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might be. There are two marked seasonal migrations, but these 
have no lasting effects on either area. Truck convoys of Indians 
from the slopes of the eastern Andes are brought each year to 
the single huge farm which raises cotton commercially near 
Santa Cruz, but return immediately after they have made the 
harvest in the few critical weeks before the rainy season. Then 
too, most of the workers in the government’s sugar mill near 
Montero come from the vicinity of Cochabamba but spend only 
the four-month milling season in the east. 

From promoting currents of domestic migration it was hoped 
not only that a more efficient distribution of the population 
might be achieved, but also that Bolivian national unity might 
be strengthened and the eastern area integrated economically 
with the western. The Andes had long cut off the densely popu- 
lated western half of the country from the virtually unexploited 
eastern half. Travelers who made the arduous journey over 
rugged mountains and through dense forest had long brought back 
glowing reports of ‘‘an Eden,” “the potential bread-basket of 
the entire South American continent,” and so forth. Inhabitants 
of the eastern area for the most part had little to do with the 
rest of the country, or of the world. Priding themselves on 
their “pure Castillian” heritage, they were virtually self-sufficient 
on their isolated estates and even today, in an archaic dialect 
of Spanish, ridicule people of the west as kollas, “lazy ignorant 
Indians.” In 1954, a dream which had long been cherished by 
Bolivian federalists was realized—with money, personnel, and 
equipment from the United States, a highway was completed 
between Cochabamba and Santa Cruz. Less than two hundred 
miles apart, there was nevertheless little commerce between these 
regional centers because the truck road was a perilous two-week 
long in good weather, impassable otherwise. The new graded 
road can be driven in twenty hours and is being paved as an 
all-weather thoroughfare. People who spoke of the eastern area 
as a rich undeveloped frontier which could produce the food- 
stuffs needed to make Bolivia self-supporting rejoiced that a 
means of transport would at last provide the outlet which would 
stimulate realization of the great potentialities there. Results 
have not been all that they expected. There has been heavy 
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traffic on the highway, but it has been leather, cotton, and alcohol 
rather than fresh produce which has come out of the east. In 
fact, more food has gone in the opposite direction: wheat, rice, 
and vegetable oil given by the U.S. government, and milk, butter, 
and cheese from the Cooperative for American Remittances to 
Everywhere (C.A.R.E.). Mechanization of agriculture, we have 
noted, opened larger areas for cultivation but land so cleared 
is good only for brief periods. To date, the only major crop 
innovation in the area has been the introduction by Point Four 
of Cuban Yellow corn; this has a much higher yield than native 
varieties but the people simply do not use it. Sugar cane pro- 
duction has increased markedly in recent years, but alcohol and 
not refined sugar has been the yield. 


Another route of transport having had more effect on the 
eastern area of Bolivia is a railroad connecting the city of Santa 
Cruz with Corumba, Brazil. Cheap manufactured goods are 
the major imports which are bought with precious foreign ex- 
change, or with foodstuffs sent from the United States. Another 
railroad is being built from Yacuiba, Argentina, to Santa Cruz, 
and many nationalists fear that this area may secede from the 
Republic. The agricultural potentialities of the east seem to 
have been grossly overrated, but iron and petroleum are there 
in commercially significant quantities, and the people of the 
east have demonstrated in several recent armed uprisings that 
they would prefer independence or even closer ties with neigh- 
boring countries to continuing to contribute to the wealth of 
the Bolivian national government which has so long ignored 
their wants. 


VII. Conclusions 


While the focus of attention throughout this report has been 
the agrarian reform decree and its consequences, it would be 
misleading and unrealistic not to mention some other relevant 
forces which have made for cultural change in Bolivia during 
the last five years. 

It has been noted that land reform was not an isolated inno- 
vation but part of a broad program of social reform on a nation- 
alistic base. Sharply increased governmental spending coupled 
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with diminished production and national income caused a finan- 
cial crisis which was only aggravated by wholesale issuance of 
paper money without backing. Runaway inflation reduced the 
value of the boliviano from 220 to the U.S. dollar in the spring 
of 1952, to a low of 14,000 to the U.S. dollar in the fall of 
1956. Governmental price supports, multiple exchange-rates for 
various imports, and other regulatory devices often hurt national 
industries and constituted a fertile field for partiality and cor- 
ruption. Enormous sums in financial as well as technical aid 
from the United States did not curb the spiral which put Bolivia 
in the first place among the 86 nations in the United Nations’ 
cost-of-living index. In December 1956, President Hernan Siles 
Zuazo enacted a series of sweeping reforms aimed at achiev- 
ing economic stabilization through the austerity of an abruptly 
freed market and drastically increased taxation. 

The months which followed saw an open rift within the 
governing M.N.R. Party, between middle-of-the-road Siles and 
leftists labor-leader Juan Lechin and Vice President Nuflo de 
Chavez. Limited strikes and local demonstrations somehow never 
flared into sustained revolt, although there were brief exchanges 
of gunfire between police and students in most of the cities. 
When the labor federation threatened a general strike protesting 
the economic reforms, Siles made a speaking tour of the centers 
of unrest, then threatened a personal hunger-strike in defense 
of his program. Economic stabilization has become a reality 
and the exchange rate has been more or less steady, at slightly 
over 8,000 bolivianos to the U.S. dollar, for several months. 
A proposed revocation of the land reform law did not material- 
ize, although leftist influence in government has diminished con- 
siderably. Chavez has resigned as vice president, and the hold 
of Lechin on the labor unions seems to be weakening. 

Lack of working capital and of even semi-skilled labor has 
hindered Bolivian industrial development. Having partially 
achieved its basic revolutionary aims, the incumbent party ap- 
pears to be looking toward correction of some of its shortcomings 
and consolidation of its gains before pressing for the realization 
of any new major goals. 

The granting of universal suffrage broke the traditional polit- 
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ical dominance of a tiny wealthy and educated ‘““White” minority 
and gave it to the mass of poor illiterate Indians, opening the 
way for democracy or demagogy. 

Nationalization of the large mines took strength and wealth 
from a few monopolistic companies, but has cost the government 
dearly in diminished production and revenue. An unrelated 
drop in the world price of tin, the major export, has forced them 
into deficit operations in order to get foreign exchange. A pain- 
ful but valuable lesson learned this way has been the necessity 
of diversifying the national economy. 

Governmental control approaching totalitarian methods (cen- 
sorship of the press, expropriation of property, concentration 
camps for political prisoners, etc.) has effectively silenced most 
opponents. Party-organized “trade unions” serve as channels for 
exerting pressure upon opposition and rewarding conformity. Pop- 
ular support of the government (which is, in effect, congruent 
with the M.N.R. Party) is thereby enhanced. 

Aid from the United States in the form of food, money, 
equipment, and technical assistance has often been diverted or 
misused, helping a few individuals but creating general dis- 
trust and ill-will. Projects undertaken by the United Nations 
have also engendered dissatisfaction. In both of these cases, the 
greatest lack seems to be of awareness about—or concern for— 
the needs and wants of the Bolivian people themselves. 


Improved means of transportation have put most Bolivians at 
least on the fringe of a money-economy, in which national 
currency may sometimes displace barter as a means of exchange, 
and make for increased occupational specialization. 

Regionalism persists as a strong force with racial, linguistic, 
and cultural differences marked in diverse zones which have 
little communication. 

Feudalism has been virtually abolished. In few other respects 
have the objectives of the agrarian reform been realized. As 
a consequence of excessive fractionation of the land and lack 
of motivation and direction, new peasant owners produce little 
for market. Many even leave the land and go to cities, creating 
a new class of “liberated” but impoverished Indians. If popular 
education becomes available, it is possible that Indigenismo 
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(Indianism) may gradually diminish over a long period of time, 
and the present social structure along caste lines be replaced by 
one simply recognizing socio-economic classes, and allowing 
greater mobility. 

If production continues to rise and proposed diversification 
of the economy becomes a reality, Bolivia may recover and 
eventually deserve the reputation which it holds among much 
of Latin America’s progressive youth as an example of the virtues 
of a nationalistic revolution. Bolivia’s program of economic 
development may succeed in spite of her thoroughgoing program 
of land reform rather than because of any impetus it provided. 


* Data on which this paper is based were collected in Bolivia from 
June 1956 through August 1957, during the author's tenure of a Fellow- 
ship for Advanced Study in Latin America, awarded by the Henry L. and 
Grace Doherty Charitable Foundation, Inc. 
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TABLE I. 


MAXIMUM EXTENSIONS OF AGRARIAN PROPERTIES 
ALLOWABLE UNDER BOLIVIAN LAND REFORM * 




















Smallest Maximum Largest Maximum 


Small Property 
(Article 15) 


“Altiplano and Puna Zone” 10 35 
(“‘northern” sub-zone) (‘‘southern’” sub-zone) 
“Valley Zone” 3 40 
(‘viticultural open and (‘“‘unwatered open 
closed valleys” valleys” sub-zone) 
sub-zones) 
“Sub-Tropical Zone” 10 


(“Yungas” sub-zone) (“‘Chaco” sub-zone) 


Medium Property 
(Article 16) 






“Altiplano Zone” 80 350 
(“northern lakeshore” (“south and semi- 
sub-zone) desert sub-zone) 

“Valley Zone” 6 150 


(‘suburban viticultural (“‘unwatered remote 
open valleys” sub-zone) __ valleys’’ sub-zone) 










“Sub-Tropical Zone” 150 600 
(“Yungas” sub-zone) (“‘Chaco” sub-zone) 
“Tropical Agricultural 500 — entire zone — 500 
Zone” 


Agricultural Enterprise 
(Article 17) 











“Lakeshore Zone” 400 — entire zone — 400 
“Andean, Altiplano, and 800 — entire zone — 800 
Puna Zone” 
“Remote Unwatered 500 — entire zone — 500 
Valleys Zone” 
“Closed Valleys Zone” 80 150 
(general ) (“‘mountainous” 
sub-zone) 
“Eastern Tropical and 2000 — entire zone — 2000 


Sub-Tropical Zone” 





* Areas are in hectares; one hectare equals approximately 2.5 acres. Names of 
zones are translated verbatim from the articles cited. Names of sub-zones have in 
some cases been abbreviated; lack of consistency is discussed in the text. 





The “Revolucion Nacional” and 


The MNR in Bolivia 
By William S. Stokes+ 










Introduction 
The ‘‘Revolucién Nacional,” organized and led by the Mozvi- 
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miento Nacionalista Revolucionario—the MNR— claims to have 
achieved “profound transformations” in Bolivia. Inasmuch as / 
the United States has seen fit to subsidize the ‘‘Revolucién Na- ] 
cional,” it is appropriate to examine the nature of such “‘trans- c 
formaciones profundas” in the political and economic fields. le 
The Politics of the “Revolucién Nacional” . 
Major Antonio Ponce was the principal organizer and ideo- : 
logical spokesman for a group of officers who had fought in 
the tragically unsuccessful conflict with Paraguay, 1931-1935. b 
Major Ponce and a small number of supporters formed the ; 
Logia Militar Mariscal Santa Cruz, which in its organic statute M 
attacked political parties as immoral, unpatriotic, and concerned ‘es 
only with acquiring power. The Logia dedicated itself to saving | 
the patria through political action. ? 
Several groups of civilians gradually began to coalesce during = 
this period. Among them were Carlos Montenegro, Augusto Z 
Céspedes, Victor Paz Estenssoro, Victor Andrade, and others.’ ; 
Most of these men tended to be nationalistic, collectivistic, anti- ~ 
United States, and critical of political liberalism. Some accounts ng 
contend that this group founded the Movimiento Nacionalista ch 
* Professor of Comparative Political Institutions, Claremont Men’s by | 
College. — 
1 Siles Zuazo, Hernan, “Hacia la planificacién de la economia bolivi- *Zil 
ana,” Revista de la Facultad de Economia y Finanzas (Oruro, julio- Edito 
diciembre de 1954), p. 29. of B 
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Revolucionario in 1938. Céspedes, Montenegro and others agreed 
that Victor Paz Estenssoro, a man who had supported socialism 
since about 1936 and was now rising in politics, would make 
an ideal head of the Movement. His leadership of the MNR 
dates from 1940. 

Both the Logia and the MNR participated in the abortive 
attempt to seize power in 1941, which many believe was aided 
by the Nazis.* By 1942, the MNR was a definite political force, 
with six seats in the lower house. 

The evidence is clear that the Logia, now called RADEPA 
(Razén de Patria), and the MNR formed a pact or agreement 





















ovt- to combine their strength to seize power by force. They made 
ave their effort on December 20, 1943 and did it through Major 
1 as Alberto Taborga and about 500 men. Major Taborga arrested 
Na- President Pefiaranda, the Minister of Defense, the General in 
ans- charge of the Military Region, the director of the Military Col- 
lege, Director General of Police, and other lesser officials. The 
military forces were infiltrated by brothers of RADEPA who 
persuaded the troops not to act. Betrayals on the part of civilian 
ideo- members of the Government also aided the effort. 
me RADEPA and the MNR shared the power that was seized 
935. by force. There were hundreds of members of RADEPA on 
| the the payroll, Alberto Taborga was rewarded with the position of 
atute Minister of Government, and Céspedes, Montenegro, Paz Estens- 
erned soro, Andrade and others were appointed to high positions. 
oe This was a civilian-military oligarchy long accustomed to con- 
spiracy, danger, and violence. If even the kindest interpretation 
luring of the evidence is accepted, it will have to be admitted that some 
BY = of the leaders of the coalition had engaged in practices such as 
thers. deception, duplicity, and extortion. When, therefore, on the 
» oa night of November 18, 1944, Major Armando Pinto led his 
counts . . 
: regiment in an unsuccessful attempt at a cuartelazo at Oruro, the 
manish cabal showed its desperate drive to maintain power at all costs 
ail by ordering or sanctioning the assassination of as many of the 
ens 
. bolivi- *Zilveti Arce, Pedro, Bajo el signo de la barbarie (Santiago de Chile: 
, julio- Editorial Orbe, 1946), passim; Ostria Gutiérrez, Alberto, The Tragedy 


of Bolivia (New York: Devin-Adair Company, Inc., 1958), pp. 7-17. 
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leaders of this attempt as possible. Alberto Taborga claimed 
in a published document that Céspedes and Montenegro proposed 
openly in a cabinet meeting that various Bolivian dignitaries 
be executed. The University Federation of La Paz expressed 
the belief that Paz Estenssoro was the “intellectual author” of 
the assassinations that took place from November 20-25, 1944. 
At least 11 outstanding Bolivians were murdered. These were 
only a few of the excesses that the MNR and military govern- 
ment perpetrated. The assassinations, tortures, and official thiev- 
ery became universally known.* Sumner Welles said that the 
Government had “. . . turned Bolivia into an immense con- 
centration camp” and “Torture and assassination were daily 
occurrences.’ * 

By June, 1946, opposition to the Government hardened into 
the most serious, stubborn, and persistent kind of threat. Offi- 
cial terror increased rather than blunted the threat. The czartel 
Calama was attacked on June 13, 1946, but the action was pre- 
mature and it failed. Early in July, the El Alto aid base was 
assaulted, but this too was abortive. 

The Rector of the Universidad Mayor de San Andrés of La 
Paz, Dr. Hector Ormachea Zalles, is given credit for being the 
“spiritual impulse” which motivated the mass violence in July 
which led to the fall of the Government. University students 
and professors stoned the expensive cars of Government officials. 
When the teachers and students went on strike, many offices and 
businesses followed suit. Members of the /ogias were openly 
insulted on the streets, and the families of Government func- 
tionaries were ostracized socially. Almost no one would purchase 
the Government newspapers or listen to Government propaganda 
on the radio. The war of the “papelitos” or notes began. Each 
note was a separate indictment of the Government, detailing 
abuses or brutalities, and handed from hand to hand in churches, 
offices, businesses, and on the streets. Two clandestine broad- 
casting stations were established to transmit revolutionary 
instructions. 


8 Zilveti Arce, op. cit., pp. 213; Ostria Gutiérrez, op. cit., pp. 1-57. 
* New York Herald Tribune (July 31, 1946). 
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Some 50 students and a few women began a demonstration 
in the aristocratic residential area of Sopocachi which grew until 
an enormous crowd of 150,000 people milled about in the plaza 
Murillo screaming for the Government to resign. The troops 


fired on them. The next day, Saturday, the city was ominously 
silent. 


Then masses of people burst into the streets, set up barricades, 
and launched a major attack on the municipalidad, which was 
associated with the worst crimes of the MNR. They attacked the 
cuartel Transito, which put up a stubborn defense but which 
nevertheless was taken. With the arms seized from these two 
repositories, the force turned to the cuartel of the carabineros 
and after that to the Police School, which joined the attackers. 
They now assaulted the Security Police and the Panédptico Na- 
cional (penitentiary), where they liberated political prisoners. 
With the help of the motorized regiment, Loa, which joined them, 
the masses went on to dominate the city, including Calama, which 
was regarded as an impregnable fortress and which they attacked 
frontally and from the hills of Calvary. 


The culmination of the action was the taking of the palace 
in one hour of frontal assault. The military defenders of Presi- 
dent Gualberto Villarroel scattered, some attempting to escape 
by jumping to adjacent rooftops. By 2 P.M., the mob got in, 
machine-gunned everything, and finally found President Villar 
roel where he had hidden in a closet. They shot him in the 
chest, and pushed his body out one of the balconies that look 
out on Ayacucho street. From there they threw him to the 
mob below, which eagerly finished him off and hung his remains 
to a lamp-post. 


When the mobs burned the War Arsenal on the night of 
July 21, after first removing 40,000 rifles and 1,500 machine 
guns, five men could be seen hanging from lamp-posts. When 
the author was in La Paz in 1955, he reviewed the sites of the 
action of July, 1946 with Bolivians who had been present at 
the time. Inasmuch as the MNR has been back in power since 
1952, “El Dia de Farol” (the day of the lamp-post), cannot 
be forgotten. The Government has decorated the lamp-posts 
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from which Villarroel and his aide were hung, and there is an 
honor guard posted there 24 hours a day.° 

The leaders of the MNR were desperate, determined men. 
Those who escaped immediately began planning to return to 
power. In August, 1949, they initiated such mass violence that 
it could probably be called a civil war. They armed the rural 
peasants and miners and led them against the urban centers 
and the military forces of the Government. They won in the 
eastern provinces and gained control of most of the mining areas. 
The initial successes dissipated as they were unable to put across 
the coup d’grace. Gradually the professional military men dis- 
heartened the untrained masses of the MNR, and within three 
weeks, the uprising was put down. Much of the military 
equipment seized in the July, 1946 violence got into the hands 
of miners and others who were attracted to the program of 
nationalization and welfare which the MNR promised, and on 
May 9, 1952, the group tried again. This time they attempted 
the kind of assault that theoretically makes the most sense in 
Latin American politics.° They attacked the center of political 
power in the country. La Paz fell in two days, by the after- 
noon of May 11. The armed miners and other civilians had 
defeated the regular militia. 

Victor Paz Estenssoro returned to become president of Bolivia 
and head of the vindictive dictatorship which the MNR pro- 


5 A number of sources agree in general on the factual background and 
development of the violence of July, 1946: Rey, Estéban, En Bolivia la 
revolucién empieza abora (Buenos Aires: La Vanguardia, 1947), pp. 
156; Sanjinés G., Alfredo, E/ hombre de piedra y la revolucién (La Paz: 
Eidtorial Artistica Otero y Calderén, 1946), pp. 92; Priegue Romero, F,, 
La cruz de Bolivia. Crénica de la revolucion d eJulio (La Paz: Ed. Rena- 
cimiento, 1946), pp. 271; Chabes, Mario, La revolucién francesca de 
Bolivia (Arequipa, Peru: Ed. Portugal, 1946), Pp. 160; Villamor, Ger- 
man G., Historia de la gran revolucién popular de 21 de julio de 1946 
(La Paz: Ed Popular, 1946), 2 volumes, pp. 247, 280; Camacho Trillo, 
Carlos, Fusiles de julio. 16 poemas rojas de la revolucién (La Paz: Estab. 
graf. Kollasuyo, 1946), pp. 68; Zilveti Arce, op. cit., passim; Ostria 
Gutiérrez, op. cit., pp. FC-GJ. 

6 Stokes, William S., “Violence As A Power Factor in Latin American 
Politics,” Western Political Quarterly (September 1952), especially 
p. 461. 
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ceeded to establish. He and other top leaders of the MNR fled 
to Argentina after Gualberto Villarroel was hung to the lamp- 
post and remained there while the fighting of April 9-11, 1952 
took place. They became known as the sexenio, because they 
remained away for six years (1946-1952). Whereas it is estab- 
lished that only about 500 were killed and 1,500 wounded in 
the violence of July, 1946, everyone the author talked to in 
1955—supporters of the MNR and their enemies—agreed that 
the slaughter in April, 1952 was very much greater. A two- 
column analysis of the Bolivian violence, published in E/ Mer- 
curio of Santiago, Chile on April 11, 1958, asserted that at least 
5,000 lives were lost in April, 1952. 

The ideology of the MNR is basically Marxist, although it 
is revisionist in not contemplating immediate affiliation with 
international Communism. Theorists such as Walter Guevara 
Arze and José Fellman Velarde accept historical materialism and 
the class struggle as central parts of their thinking. Ideally, 
the exploited masses should destroy the bourgeoisie and establish 
an economic system of socialism and a political system of dic- 
tatorship of the proletariat. The theorists argue, however, that 
Bolivia must import a third of its food and obtain foreign 
exchange by marketing minerals in other countries. Whether 
Bolivia can have socialism, therefore, depends upon whether 
socialism first succeeds in the large countries. A further diffi- 
culty is that class consciousness is not sufficiently developed 
among the Indians and mestizos to permit dictatorship of the 
proletariat at once. If Bolivia cannot have socialism and dic- 
tatorship of the proletariat immediately, what can and should 
it have? The MNR theorists answer: “Revolucién Nacional.” 
“The Revolucién Nacional,” Dr. Guevara Arze asserts, ‘‘does 
not deny the class struggle but is not based upon it.” He adds 
that later, depending upon world development of socialism, 
Bolivia can base a revolution on the class struggle.’ 





"Cornejo S., Alberto, Programas politicos de Bolivia (Cochabamba, 
Bolivia: Imprenta Universitaria, 1949), p. 164. See also pp. 159-164, 
170-175. Other relevant sources include: Taboada Teran, Nestor, An- 
tologia de cuentos de la revolucién (La Paz: Talleres Graficos Bolivianos, 
Publicaciones SPIC, 1954), passim; Republica de Bolivia, E/ libro blanco 
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The Marxist theorists of the MNR logically deprecate free 
elections, constitutional rights and guarantees, freedom of speech 
and press and other values of classical liberalism. 

The original program of the MNR included: opposition to 
“Judaism” and liberal democracy; prohibition of foreign capital 
in the media of communication; prohibition of the use of for- 
eigners in command posts in the Army; registration and control 
of all foreign employees in the country; absolute prohibition 
of immigration of Jews; abolition of the “great private monop- 
olies’’; state control of commercial activities; nationalization of 
public services; class warfare through a union (“alianza de 
clases”) of the proletariat, peasants, and middle classes against 
the “‘anti-national superstate’” and its servants; and public edu- 
catzion and social welfare directed by the State along political 
and nationalistic lines.* 

Fellman Velarde summarized the Program of the MNR in 
this way: “. . . it is necessary to eliminate imperialism and the 
great bourgeoisie which serves as its agent, returning to Bolivia 
the exploitation of its mines, redistributing the land, and diver- 
sifying the economy by means of the creation of new sources 
of wealth.” ° 

The Government established by “‘liberal’’ President Victor Paz 
Estenssoro in 1952 could not by any stretch of the imagination 
be described as democratic. The President and his advisers evi- 
denced from the very beginning a passionate intolerance for the 
opposition. They arrested a former foreign minister, former 


de la independencia econémica de Bolivia (La Paz: Subsecretaria de 
Prensa, Informaciones y Cultura, 1952), pp. 188; Secretaria Ejecutiva 
del Comité Politico Nacional del MNR, E/ pensamiento revolucionaria 
de Paz Estenssoro (La Paz: E. Burillo y Cia, 1954), pp. 303; Rodrigo, 
Saturnino, Diario de la revolucién nacional (La Paz: Libreria Editorial 
“Juventud,” 1955), pp. 389; Townsend Ezcurra, Andrés, ‘La revolucién 
nacionalista de Bolivia,” Humanismo (México, D.F.: No. 1, jul., 1952), 
p-p. 49-50; Ostria Gutiérrez, op. cit., pp. 103-118. 

® Cornejo S., op. cit., pp. 147-151; Guevara Arze, Walter, Plan de 
politica econémica de la revolucién nacional (La Paz: Ministerio de 
Relaciones Exteriores y Culto, 1955), pp. 200. 


® Fellman Velarde, José, Victor Paz Estenssoro: El Hombre y la Revo- 
lucién (La Paz: Alfonso Tejerina, 1954), p. 95. 
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minister of economy, former chief justice of the Supreme Court, 
leaders of the major political parties, and many other prominent, 
even distinguished, figures. Secret police organized under a 
bureau known as Political Control ferretted out the opposition, 
using methods that not only were unconstitutional, but which 
rivaled in ferocity those employed in the Nazi and Communist 
tyrannies. The jails were literally filled with thousands of polit- 
ical prisoners, and President Paz Estenssoro created concentration 
or “work” camps to accommodate the overflow. Among such 
camps were Curahuara de Carangas, near La Paz, and those at 
Corocoro, Catavi, and Uncia. There are accounts available, such 
as that of Colonel Francisco Barrero, as to what it is like to 
come under the scrutiny of Political Control.*° 

In December, 1953, the MNR purged its membership in order 
to eliminate ‘‘opportunists” and to reward “militants.” The 
purge was described in detail in the official newspaper, La Na- 
cion. By this time all opposition parties had been persecuted to 
a point that their effectiveness disappeared. They simply did 
not function. There was, in fact, no political opposition within 
the country, and the exiles without were no threat.’ The media 
of communication were intimidated. President Paz Estenssoro 
ordered the closing of La Razén in La Paz, a newspaper owned 
by Carlos Aramayo. The paper has never been permitted to 
reopen. In Cochabamba, MNR mobs burned and destroyed 
the daily, Los Tiempos.” 

Whether or not it would be fair to call the Paz Estenssoro 
Government a “total dictatorship” or ‘‘Police State,” as some 
responsible critics have done,”* it is certain that constitutional 
guarantees of liberty, freedom, and individual rights were fla- 
gtantly violated. The leaders (dirigentes) of the MNR arrogated 
to themselves superlegal immunities’ and acted above consti- 


© El Diario (La Paz, 12 de Febrero de 1958; 14 de Mayo de 1958; 


16 de Noviembre de 1958; E/ Mercurio (Santiago de Chile, 25 de Octu- 
bre de 1958); Ostria Gutiérrez, op. cit., pp. 205-219. 


"Ultima Hora (La Paz, 11 de Abril de 1958). 


” Ostria Gutiérrez, op. cit., pp. 137-140; La Nacién (Buenos Aires, 
11 de Marzo de 1958). 


*8 El Diario (La Paz, 18 de Diciembre de 1958). 
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tution, law or court.** It has been claimed they looted the public 
treasury, and engaged in fiscal irregularity probably without 
parallel in Bolivia's history. This was the unanimous attitude 
expressed to the author in Bolivia in 1955 by scholars and men 
in public affairs alike. There is documentation for the charges 
of official thievery, as Dr. Pedro Tola and others make clear. 


When elections were scheduled for June, 1956, with power 
to be transferred in August, it was obvious to Bolivian and 
foreign observers that the official candidate, Dr. Hernan Siles 
Zuazo, Vice President under Paz Estenssoro, would be victorious. 
All effective political opposition had disappeared. In addition, 
the MNR instituted universal suffrage, which meant in effect 
giving the vote to illiterates. Whereas only about 160,000 
citizens were eligible to vote in the 1951 elections, approxi- 
mately 1,200,000 were eligible to cast ballots in 1956.%° To 
be absolutely certain that no embarrassing slips would occur, 
the Government created an ad hoc committee to draft an Elec- 
toral Statute which would guarantee the effectiveness of the 
imposicion (rigged election). They gave the illiterate Indians 
their colored ballot (“papeletas de colores’), and Dr. Siles 
Zuazo became President.?’ 


President Siles Zuazo closed the concentration camps, suc- 
ceeded (early in July, 1957) in removing extreme left-wing 
influence from the cabinet and party leadership, and permitted 
freer expression of opinion in the press. In addition, the Presi- 
dent stated that the thousands of political exiles could return to 
Bolivia. In fact, however, most requests for passports or “‘per- 


14 Presencia (La Paz, 13 de Febrero de 1958). 

15 Zilveti Arce, Pedro, La hora de la verdad (n.p., 1958), pp. 3-6; El 
Mercurio (Santiago de Chile, 20 de Marzo de 1958; 11 de Abril de 
1958; see also: El Diario (La Paz, 16 de Diciembre de 1957; 20 de 
Diciembre de 1957; 11 de Febrero de 1958; Presencia (La Paz, 11 de Feb- 
rero de 1958); Comercio (Lima, 1 de Diciembre de 1958). 

16 New York Times (June 15, 1956); Ostria Gutiérrez, op. cit., 
pp. 128-129. 
17 Ultima Hora (La Paz, 21 de Febrero de 1958). 
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misos de retorno” have been denied.* Thirty-one new exiles 
arrived in Buenos Aires late in 1958, and the Federacién Uni- 
versitaria decreed on October 25, 1958 to go on “indefinite strike” 
in protest against the failure of the Government to release 
imprisoned students.” Furthermore, although administrative cor- 
ruption “reached unknown limits,” *° and Siles had to denounce 
certain members of the previous administration for having 
enriched themselves at public expense, it is contended that not 
a single person was punished for the “operaciones fraudalen- 
tas.” *" Apparently many extreme, even “criminal,” elements 
still remain in the Government.” 


Finally, the MNR has endeavored to eliminate the traditional 
Army and to create Proletarian Armed Militias dedicated to the 
defense of the “Revolucién Nacional.” It is a fact that many 
Army officers fled into exile. It is also widely believed in Latin 
America that other officers were assassinated. The MNR armed 
thousands of workers, peasants, and miners, and it is estimated 
that they possess firepower superior to that of the Army and 
police combined. The classic function of armed forces, of 
course, is to protect person and property in accordance with 
domestic and international law. The civilian militias, on the 
contrary, were called upon to perform political functions. It 
was reported late in 1958 that at the last mining congress at 
Colquiri (Congreso de Colquiri), the following resolution was 
adopted: ‘“The militias should be strengthened, their command 
centralized and their discipline ought to be based on the most 
profound class convictions. The Federation of Miners will arm 
the workers and at the same time provide them with an ideo- 
logical conception of class. The armament of the proletariat 
and the peasants is one of the great conquests of our class and 


18 Ultima Hora (La Paz, 2 de Abril de 1958). 

1° El Mercurio (Santiago de Chile, 25 de Octubre de 1958). 

» El Mercurio (Santiago de Chile, 11 de Abril de 1958). 

*1 Ultima Hora (La Paz, 10 de Abril de 1958). 

*? La Prensa (Lima, 23 de Noviembre de 1958); see also El Diario 


(La Paz, 16 de Noviembre de 1958; Zilveti Arce, La hora de la verdad, 
op. cit., pp. 13-16 Ostria Gutiérrez, op. cit., pp. 219-220. 
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especially of the miners. The Revolution has no more defense 
than that of the workers’ militias.” ** The use of violence for 
political purposes instead of protecting person and property in 
accordance with constitution and law has led opponents of the 
MNKR to charge that “anarchy” has been the result.™* 








The Economics of the “Revolucién Nacional’’— 


The Reforma Agraria 


There is no doubt that Bolivia has long faced the problems 
of both /atifundismo and minifundismo. The 1950 census re- 
vealed that 4.5 per cent of the rural landowners possessed 70 
per cent of all private landed property. Three holdings are 
reported to have 6,621,138, 1,462,500, and 930,880 hectares 
respectively. One study showed that in 1939 eight landholders 
had an area equal to one-tenth the total national territory. 
Leonard found that estates in the Northern Santa Cruz area were 
large. Those of 12,500 acres were common, 25,000 acres were 
not unusual, and a few were from 50,000 to 75,000 acres. On 
the other hand, Leonard found that in the Cochabamba Valley 
almost one-half of the families had no more than one hectare 
of land an only 13.2 per cent of them had as much as three 
hectares of land. The evils of the co/onato system, characteristic 
of the central valley and altiplano of Bolivia, have been described 
by many writers.”° 






















23 Ultima Hora (La Paz, 20 de Octubre de 1958). 
24 FE] Diario (La Paz, 28 de agosto de 1958). See also: El Diario 
(La Paz, 12 de Febrero de 1958; 13 de Marzo de 1958). 

25 Direccién-General de Estadistica y Censos, Censo Demografico 1950 
(La Paz: Editorial “Argote,” 1955), passim; United Nations, Depart- 
ment of Social Affairs, Progress in Land Reform (New York: UN, 1954, 
p. 43; Poblete Troncoso, Moisés, La economia latina yel trabajador 
campesino (Santiago de Chile: Editorial Universitaria, S.A., 1953), 
passim; Parsons, Kenneth H., Penn, Raymond J. and Raup, Philip M., 
Land Tenure (Madison: University of Wisconsin Press, 1956), p. 40; 
Leonard, Olen E., Santa Cruz: A Socioeconomic Study of an Area in 
Bolivia (Washington, D. C.: U.S. Department of Agriculture, 1948), 

p. 8, 23-25; Leonard, Cantén Chullpas, A Socioeconomic Study in the 
Cochabamba Valley of Bolivia (Washington, D. C.: U.S. Department 
of Agriculture, 1948), pp. 22-25; di Natale E., Remo, Revolucién agraria 
en Bolivia (Cochbamba: Imprenta Universitaria, 1953), pp. 72, 78, 80. 
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The MNR enacted a decree-law on August 2, 1953 which 
provided for expropriation and distribution of lands. Bolivia 
has literally millions of acres of undeveloped land which studies 
have proved to be suitable for agriculture, pastoral, and extrac- 
tive enterprises. Serious studies by qualified technicians have 
concluded that Bolivia could produce enough food for a popu- 
lation many times as large as it now has. Almost all analyses, 
such as those of Bohan, Beaglehole, Keenleyside, and Eder, reach 
such conclusions. Instead of providing for the use of these 
lands, the Agrarian Law concentrated on the expropriation of 
lands which were already in use. Why Bolivia should follow 
and indeed go beyond, as the Marxist Juan Lechin put it, the 
systems of expropriation of Guatemala and China, needs to 
be examined. 

As has already been shown, many of the founders of the 
MNR were Marxists and socialists. In addition, the movement 
attracted Trotskyites and other leftists, who although disagreeing 
with each other on various issues, were ardent collectivists. 
President Victor Paz Estenssoro created a Committee on Agrarian 
Reform on January 20, 1953. When he revealed the names 
of the members of the Committee on March 20, it became evi- 
dent that Marxist influence was significant. There were 12 
members on the Committee that drafted the agrarian reform 
decree. Four members were from the MNR directly, four were 
known Marxists, one belonged to a Trotskyite party, and one 
represented Catholic Action. The Committee was aided by a 
Mexican expert, Edmundo Flores. Hernan Siles Zuazo, now 
President of Bolivia, presided over the Committee. He appointed 
two sub-committees to lay the ground work and prepare a text. 
One of the sub-committees was headed by Dr. Arturo Urquidi, 
member of the old Partido de la Izquierda Revolucionario and 
former Rector of the University of Cochabamba. 


Several plans for State intervention in land and agriculture had 
been prepared in advance which the sub-committee studied. The 
three plans which had been prepared and were published by 
the Government in a White Book of Agrarian Reform were 
drafted by: (1) Sergio Almaraz, Secretary General of the Com- 
munist Party of Bolivia and Editor of Unidad, the official organ 
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of the Party; (2) Edwin A. Moller, a violent Trotskyite who 
urged expropriation without compensation; and (3) Nuflo Cha- 
vez Ortiz, a Marxist member of President Paz Estenssoro’s cabi- 
net and incumbent Vice President of the country. The monolithic 
labor organization, the Central Obrera Boliviana (COB), one of 
the most powerful political forces in the MNR, examined the 
three plans and came out with a synthesis on July 22, 1953. 
It was made available to the sub-committee for consideration.” 

The evidence indicates, therefore, that the main ideological 
influence was Marxist-Trotskyite. 

The Agrarian Law has much of the flavor of collectivist 
thinking. Property must perform a “social function” which 
the State is qualified to discover and enforce. Article 30 de- 
clares that /atifundismo is abolished. Article 35 declares that 
property is not a /atifundio if the owner has invested in machin- 
ery, uses modern methods, and works his own land personally. 
Articles 63-66 deal with the specific procedures of expropriation. 
According to Article 156, hacendados or latifundistas whose 
lands are expropriated in whole or in part are to be offered com- 
pensation in the form of two per cent 25-year “agrarian bonds.” 
The value of the land was based on the familiar formula of 
current tax assessment. This provision must have been calculated 
to take private property virtually without compensation. The 
framers knew that a vicious inflation—mainly the product of 
the MNR’s own policies—was under way. 

Article 160 provides that the beneficiaries of the land pro- 
gram can pay for the land on the same terms—price according 
to tax assessment, 25 years for amortization, two per cent inter- 
est. Article 162 sets up a National Service of Agrarian Reform 
headed by the President. Article 164 gives the President “supreme 
authority” over the entire administrative system including (in 


26 Urquidi Morales, Arturo, Revoluciones universitarias? (Cochabamba: 
n.p., 1955), passim; Edmundo Flores, ‘‘Land Reform in Bolivia,’ Land 
Economics (Vol. XXX, No. 2, May, 1954), passim; Rodrigo, Saturnino, 
Diario de la Revolucién Nacional (La Paz: Libreria Editorial “Juventud,” 
1955), p. 107; Goodrich, Carter, “Bolivia: Test of Technical Assistance,” 
Foreign Affairs (Vol. 32, No. 3, April, 1954), passim; “I.B.,” Bolivia's 
Revolutionary Regime,” The World Today (Vol. II, No. 4, April, 1955). 
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section d) the final decision without judicial appeal on all con- 
cessions of titles to land. The Agrarian Law, therefore, provides 
for a centralized system of administration without checks or 





































ic controls on the executive. The President is authorized to appoint 
of his own people to administer the program, and he himself has 
1e the final voice. This kind of unlimited, unchecked authority 
3. invites arbitrary action and abuse.”’ 
Z As soon as the decree was signed on August 2, 1953, many 
al Indians seized land “militarily,” as it has been described by 
Bolivian writers. They took and used whatever they found. This 
ist included cattle. The facts show that they ate up thousands of 
ich animals, some of them prize breeding stock. It is estimated 
de- that about $15,000,000 worth of cattle were lost in the first three 
hat years of operation of the Agrarian Law. Agricultural produc- 
in- tion declined greatly in 1953 and 1954. It went up in 1955 but 
lly. did not reach the production levels of 1952. A Chilean agron- 
on. omist, Benjamin Maluenda, reported in November, 1958 that 
Ose the agrarian reform had had only one result: the subdividing 
om- of property. He found that many haciendas had been abandoned 
_ in the altiplano, and in his opinion, productivity had declined 
| of generally.”* 
ated The most authoritative report of how the program has func- 
The tioned is provided by Dr. Roger A. Freeman, who served as 
t of fiscal adviser to the Bolivian Government in 1956-1957 on a 
mission of the United States Departments of State and Treasury 
pro- and the International Cooperation Administration. Dr. Freeman 
ding points out that although the Aaciendas had been supplying the 
nter- cities with food, the people who took or received land from the 
form haciendas proceeded to grow food for themselves alone. The 
reme urban populations began to suffer, and the United States was 
y (in asked to help to the extent of about $25,000,000 per year. About 





one-third of the food supplied by the United States was smuggled 
out of the country. Much of the rest went into black markets. 














7 For the text of the Agrarian Law, see Valois Arce, Daniel, Bolivia 
realidad y destino (Bogota: Antares, 1955), pp. 63-107; El marxismo 
en Bolivia (Santiago de Chile: J. Cifuentes J., 1957), pp. 104173. 

*8 El Mercurio (Santiago de Chile, 24 de Noviembre de 1958). 
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Little reached the consumers who needed it most, even though 
they waited many hours in lines (colas). The prices the Bolivian 
Government offered the farmers for their products were so 
low that they refused to produce much for the local market. 
Instead, they smuggled their livestock, corn, rice, and other prod- 
ucts into Brazil, Argentina, and Peru in order to obtain fair 
prices. Bolivia, the home of the potato, was compelled to import 
this food from Argentina. 

In December, 1956, prices of United States food were raised 
from their formerly artificially low prices of 10 to 20 per cent 
of cost to market levels. Price controls were abolished. These 
actions encouraged local production, but now foods came into 
Bolivia from neighboring countries and were sold below Bolivian 
costs. The Freeman summary is interesting and significant.” 
The author heard much the same story in Bolivia in 1955 and 
observed some of the same things. 


Although it is too early to conclude that the “Reforma Agraria” 
has failed to acheve its objectives, it is possible to say that so 
far practically all accounts agree that it has not increased agri- 
cultural production and hence contributed to the prosperity of 
the country. A number of aspects of the “Reforma” have not 
been studied. For example, we do not have definite data on 
the numbers of people who have received land. There are off- 
cial and unofficial estimates and claims with respect to this 
matter, but they are too contradictory to permit acceptance. 
It is a fact that the Government refused to reply to the United 
Nations’ questionnaire concerning progress in land reform.*° 


28 Freeman, Roger A., ‘Bolivia, A Case Study in Foreign Aid,” The 
Freeman (December, 1957), pp. 34-36; Goodrich, Carter, The Economic 
Transformation of Bolivia (Ithaca, New York: New York State School 
of Industrial and Labor Relations, Cornell University, 1955), pp. 11, 
28-29. 

30 EF] Diario (La Paz, 20 de Diciembre de 1957; 12 de Febrero de 
1958; 13 de Marzo de 1958; 23 de Noviembre de 1958); Ultima Hora 
(La Paz, 12 de Julio de 1958); United Nations, Department of Economic 
and Social Affairs, Progress in Land Reform—II Report (New York: 
UN, 1956), p. iv. 
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The “Revolucién Nacional” and Tin and Oil 


The idea of nationalizing the three great tin interests of Simén 
Patifio, Carlos Aramayo, and Mauricio Hochschild goes back at 
least to 1928. At that time the Programa de la Convencion de 
Estudiantes contained a provision urging nationalization. When 
the Marxist party, Partido de la lzquierda Revolucionaria, was 
formed in 1940, it called for nationalization in its founding 
program. The leaders of the PIR drafted a proposed law by 
unanimous vote in 1949 which called for expropriation of the 
mines without compensation. The Program of the Movimiento 
Nacionalista Revolucionaria, as we have already seen, urged 



































doubt meant the tin mines.*? 


On October 31, 1952, the MNR nationalized the tin interests 
of Patifio, Aramayo, and Hochschild. Dr. Carter Goodrich, pro- 
fessor of economics at Columbia University who was put in 
charge of the United Nations technical assistance program for 
Bolivia as Special Representative of the Secretary General, says 
that nationalization did not come about as a result of the ‘‘doc- 
trinnaire’” ideology of socialism. This is so, Dr. Goodrich 
contends, because the MNR only nationalized the three large 
tin interests and left the medium and small mines alone. This 
point of view overlooks two things: (1) the three tin interests 
which were nationalized mined most of the tin in the country 
and a large percentage of the tungsten and other minerals as 
well; and (2) the literature of the MNR and the left-wing 
organizations that supported the MNR indicates clearly a pow- 
erful Marxist ideological influence. Indeed, the voluminous 
literature on the subject proves that the leaders of the MNR 
thought they were acting in accordance with socialist doctrine 
























































‘1 Anaya, Ricardo, Nactonalizacién de las minas de Bolivia (Cocha- 
bamba, Bolivia: Imprenta Universitaria, 1952), pp. ii-iv. For the 
background of State intervention in tin, see: International Labour Office, 
Intergovernmental Commodity Control Agreements (Montreal: I.L.O., 
1943), pp. 73-103; Stocking, George W. and Watkins, Myron W., 
Cartels or Competition (New York: The Twentieth Century Fund, 
1948), pp. 74, 164-169. 
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but with temporary modifications made necessary by Bolivia's 
particular situation. 


What in fact were the properties which were nationalized? 


The decree of nationalization lists them in Article 2 (b): 
Patifio Mines & Enterprises Consolidated Inc.; Bolivian Tin and 
Tungsten Mines Corporation with its subsidiary Sociedad de 
Estafio de Araca; Compajfiia Minera y Agricola Oploca de Bolivia; 
Compafiia Huanchaca de Bolivia; Compafiia Minera Unificada 
del Cerro de Potosi; Compafiia Minera de Oruro with its sub- 
sidiaries Compafiia Estanifera de Vinto and Sociedad Estanifera 
de Morocala; Empresa Minera Matilde; Minas Pampa Grande; 
Empresa Minera Bolsa Negra; Grupo Minero Vents y Com- 
pagnie Aramayo de Mines Bolivie S.A., and the industrial instal- 
lations belonging to Mauricio Hochschild $.A.M.A.* 


What were the expectations of the leaders of the MNR and 
their left-wing supporters when they nationalized the tin mines? 
Examination of the literature plus conversations with many 
people in Bolivia in 1955 lead the author to believe that they 
thought they were going to make a killing. Victor Andrade, 
when he was Bolivian Ambassador to the United States, says 
that this is not true. Andrade said in a speech on February 23, 
1957: “Contrary to the propaganda of our enemies, Bolivia did 
not nationalize its tin mines in the belief that this would increase 
production. Instead, we knew that nationalization would orig- 
inate new problems, for the time being anyhow.” ** 


82 Goodrich, The Economic Transformation of Bolivia, op. cit., p. 15. 
33 E] marxismo en Bolivia, op. cit., pp. 60-103; Valois Arce, Bolivia 
realidad y destino, op. cit., pp. 113-124; Monopolio de minerales y 
nacionalizacién de minas en Bolivia (La Paz: Banco Central de Bolivia, 
1952), pp. 70. 

84 Zilveti Arce, Bajo el signo de la barbarie, op. cit., pp. 26-27; An- 
drade, Victor, ‘Bolivia and the Future,” Address, Cosmopolitan Club of 
Pennsylvania State College, February 23, 1957, Congressional Record 
(March 14, 1957), p. A2095; Andrade, Address, Morgan State College, 
Baltimore, April 17, 1957, Congressional Record (May 22, 1957), 
p. A3923. 
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If the leaders of the MNR and their supporters knew that 
nationalization was not going to “increase production” and 
would in fact “originate new problems,” they did not tell the 
Bolivian people these things in their literature. There were 
statements of extremely high expectations, such as that of 
the Marxist, Anaya. Anaya declared that the nationalized mines 
would make enough money to pay for the agrarian reform, 
electrification of the country, the colonization program, the 
construction of light and heavy industry, petroleum develop- 
ment, the building of schools, hospitals and the like on a 
“great scale,” and the development of water, air, and land 
transportation and communication.*° 

Dr. Hernan Siles Zuazo, incumbent President of Bolivia, read 
a paper at the Universidad Mayor de ‘San Simén” in Cocha- 
bamba on October 11, 1954. He had almost two years of gov- 
ernment operation of the mines to guide his remarks. If, as 
Ambassador Andrade has declared to United States audiences, 
the MNR did not expect to profit from the expropriation of 
the mines, this was an excellent opportunity to reveal that fact. 
There is not a word in Dr. Siles Zuazo’s speech which would 
indicate any such idea. Instead, he declared that, ‘For many 
years, Bolivia will depend on the production of its extractive 
industry,” above all, he made clear, by continuing to develop 
mining. The decree of nationalization itself asserts that the tin 
companies paid to the Government only a “tiny part” (minima 
parte) of the value of tin exports. The Companies, the decree 
states, “‘were practically exempt’ from the payment of taxes. 
What they paid to the Government would scarcely cover the most 
essential needs of the country while the owners were “accumu- 
lating enormous fortunes” for themselves.** 

The fact is that the mines before nationalization paid a large 
part of the taxes collected by the Government. René Ballivian 
shows what the revenues were for the period 1921-1944,*" and 












86 Anaya, Nacionalizacién de las minas de Bolivia, op. cit., p. 338. 
86 Siles Zuazo, ““Hacia la planificacién de la economia boilviana,” op. 
cit., pp. 23-63. 

8t Ballivan C., René, Tasas e impuestos sobre la industria minera en 
Bolivia (La Paz: Otero y Otero y Calderén, 1946), pp. 239. On the 
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even the Marxist Anaya admits that the taxes the mines paid 
in 1948 amounted to 47.45 per cent of thce total revenues of 
the Government.** When the Corporacién Minera de Bolivia, 
the Government monopoly, took over the mines, assisted by 
local worker control, the problem of the amount of taxes to be 
paid to the Government disappeared. The Corporacién didn’t 
make any money. Instead, it ran up vast deficits. It did not 
pay any royalties at all. Humberto Fossati demonstrates that 
governmental income from taxes on mineral exports declined 
from 58.5% of the total revenue collected in 1950 to 4.3% 
in 1955.%° 
The Government tried to make up the deficits by printing 
paper money, which had the effect of producing a fantastic 
inflation. By December 31, 1958, the planners of the “Revo- 
lucién Nacional” had printed and put into circulation 90 times 
as many bolivianos as existed in 1952 when they seized power 
by force. The exchange rate in 1952 was 110 Bs—$1 up to 
160 Bs—$1 on the free exchange. By 1955, the exchange rate 
was up to about 14,000 Bs—$1. On December 16, 1956 the 
Government was persuaded to accept and put into effect a sta- 
bilization program devised by United States experts. The boliv 
iano was to be stabilized at 7,750 Bs—$1, but by January, 1959 
the exchange rate was 12,500 Bs—$1.*° Lépez Rivas points 
out that the plan failed even though the United States provided 
$25,000,000 to back up the boliviano." The Banco Central, as 
of March 31, 1952, had in its vaults 344,961 gold pounds ster- 
ling and 17,765 kilos in gold bars. By December 31, 1957, only 
2,921 kilos of gold remained.** An editorial in Ultima Hora 





























other hand, see: Diez de Medina, Fernando, Pachukiti y otras paginas 
polémicas, con la denucia por defraudacioén de impuestos contra los mul- 
timillionarios Patifio y Aramayo (La Paz: n.p., 1948), pp. 189. 

88 Anaya, Nacionalizacién de las minas de Bolivia, op. cit., p. 30. 

8® Fossati, Humberto, “Balance del primer afio de estabilizacién,” E/ 
Diario (La Paz, 14 de Enero de 1958). 

40 FE] Diario (La Paz, 19 de Enero de 1959); Ultima Hora (La Paz, 
23 de Enero de 1959). 

*1 Lépez Rivas, Eduardo, “La politica de estabilizacién econémica y la 
inflacién,” Presencia (La Paz, 5 de Junio de 1958). 
*2 Ultima Hora (La Paz, 2 de Septiembre de 1958). See also: Memo- 
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dated January 23, 1959 claimed that not even an adarme (the 
sixteenth part of an ounce) of the gold remained. 

The foreign technicians were urged to stay on by the Cor- 
poracién Minera, but the prospect of working with miners who 
were now armed with revolvers did not seem attractive. Most 
of the technicians lacked confidence in the ability of the Gov- 
ernment to run the mines. More than 200 of them—North 
Americans, British, Dutch, German and others, practically all 
managers or chief engineers—preferred to leave Bolivia. Al- 
though the number of technically qualified employees decreased, 
the number of other workers increased. The Corporacién Minera 
hired more and more men until the total rose from about 26,000 
to almost 40,000. Dr. Goodrich says that the official estimate 
of the daily wage and social costs per worker in the large mines 
was $3.64 in 1950, before expropriation. In early 1953, he says 
the wages were $5.00 per day with social costs adding about 
$5.00 more.** Dr. Roger A. Freeman, in Bolivia in 1956-1957 
under official auspices as fiscal adviser to the Bolivian Govern- 
ment, wrote in 1957 that the average mine worker earned 
almost as much as a cabinet officer, although the Bolivian miner 
produces only one-tenth that of a United States miner.** Super- 
fluous employees, “lost battalions,” and sinecures undoubtedly 
have increased the costs of mining tin in Bolivia. 

The psychology of nationalization of the tin mines in Bolivia 
seems to the author remarkably similar to that of nationalizing 
the coal mines in England. The evidence indicates that the 
British coal miners wanted higher wages, shorter hours, less 
discipline, less work, and more fringe benefits. The socialists 
led them to believe that these things could be achieved through 
nationalization. When the labor Government through State 
management failed to provide the benefits the miners expected, 
they became disillusioned. Absenteeism went upabout 15 per 
cent, there were many unauthorized strikes and slowdowns, the 


Banco Central de Bolivia; Memorias Anuales del Banco Minero de 
Bolivia (1951-1953—last published). 

*8 Goodrich, The Economic Transformation of Bolivia, op. cit., p. 6. 
** Freeman, “A Case Study in Foreign Aid,” op. cit., pp. 33-34, 36-37. 
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miners opposed labor-saving devices, would not permit uneco- 
nomic mines to shut down, etc. Despite expenditures of about 
$800,000,000 for technical improvements of the British coal 
mines, production in recent years has been just a little greater 
than that of 1938. 

Ambassador Andrade has said, ““Most of the tin mined since 
1952 has been at a loss,” and, “Almost every pound of tin taken 
from the Bolivian mines since 1952 has been at a loss.”** A 
mining survey mission, paid for by the International Cooperation 
Administration and staffed by the New York engineering firm 
of Ford, Bacon and Davis reported in December, 1956 that 
there was no technical reason why the mines could not be 
operated economically. The management would have to be 
turned over to technically-qualified personnel, however.*® 

Incumbent President Hernan Siles Zuazo states that the rea- 
sons for the failure of the State to operate the mines economically 
are: low prices, not enough capital, wornout machinery, insufh- 
cient electrical power, and too many workers who are kept on 
because of “‘elementary social justice.” “7 Lépez Rivas blames the 
“democratic,” “capitalistic,” “monopolies” of foreign countries 
for the State’s failure.** “Low prices” and Soviet dumping of 
tin on the world market in 1957 and 1958 cannot explain the 
deficits of the Corporacién Minera. The yearly average price 
of prompt Straits tin in New York was 95.97 cents in 1953; 
91.91 cents in 1954; 94.73 cents in 1955; 101.26 cents in 1956 
and 96.17 cents in 1957. During this time, no tin producing 
country protested that prices were “too low.” Except for the 
years 1948-1952, characterized by inflation produced by the 
Korean “police action,” the averages were about 90% above 
those prevalent when the properties were privately operated. 
The New York price of tin ranged around 92-94 cents from the 
time Soviet tin first appeared in 1957 until the Buffer Stock 


45 Andrade, op. cit. 

46 Freeman, op. cit. 

47 Siles Zuazo, ““Hacia la planificacién de la economia boliviana,” op. 
cit., p. 41. 

48 Lépez Rivas, Eduardo, Esquema de la historia econdémica de Bolivia 
(Oruro, Bolivia: n.p., 1955), pp. 191, 202. 
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Manager withdrew support on September 18, 1958, when tin 
fell to 8614 cents. It rallied the next day, however and has 
been rising ever since.*® It has not been “‘low prices” but “high 
costs” which have ruined tin mining in Bolivia. There is evi- 
dence that it costs the Government $1.50 per pound and up to 
produce tin.” Bolivia’s Minister of Finance seems to believe 
high fringe benefits are a factor. He is reported to have said 
early in 1958 that Bolivia’s social security system “is the most 
expensive in the world.” * 

What about payment for the mines which were expropriated ? 
The Government promised to pay in the decree of expropriation. 
The Decree in Article 3 listed certain values which it said would 
be taken into account when a final settlement was reached. The 
Government promised in Article 10 to reach a final settlement 
before December 31, 1953. In reaching the figure of real worth 
of the properties, the Decree threatened in the Preamble to sub- 
tract sums for alleged nonpayment of taxes or alleged non- 
compliance with fiscal provisions of the law in the past. Prior 
to settlement with the companies, the Government promised 
in Article 11 to pay three per cent interest on the values described 
above, and in Article 12 to deposit in the Banco Central de 
Bolivia two per cent of the gross value of all minerals exported 
by the nationalized mines to be used as a fund to begin paying 
the owners of the mines for their property.** Under the “‘reten- 
tions’ system, Patifio Mines received, up to December 31, 1957, 
the total of $2,136,629.57 while the Bolivian Government real- 
ized approximately $79,700,000. The Annual Report of the 
Patifio Mines contained the statement: “These retention payments 
to date are so ridiculously small that they do not even represent 
2% interest on the value of our properties which were nation- 
alized.” °° The refusal of the Bolivian Government to provide 


4° American Metal Market (October 8, 1958). 
°° American Metal Market (March 20, 1958). 
51 American Metal Market (January 28, 1958). 

52 EF] marxismo en Bolivia, op. cit., pp. 60-103; Valois Arce, Bolivia 
realidad y destino, op. cit., Pp. 113-124; Monopolio de minerales y na- 
cionalizacién de minas en Bolivia, op. cit. 

°8 Thirty-Fourth Annual Report of Patifio Mines and Enterprises Con- 
solidated (Incorporated) (January 15, 1958). 
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just compensation for the properties which it seized has led 
responsible Bolivians to use the expression “‘confiscation of the 
mines” in their publications. 

The failure of the Government to agree on a figure to pay 
the former owners finally produced concern in the United States, 
although the United States earlier permitted the Mexican Gov- 
ernment to expropriate the American oil properties for a small 
fraction of their worth. Senator Theodore Francis Green in a 
speech in the Senate on August 30, 1957 charged that the Boliv- 
ian Government had done little to compensate the owners for 
the property it had taken. He asked the Department of State 
for information relating to the matter. The State Department 
replied that the Bolivian Government was making payments on 
percentages of the sales proceeds of the minerals to the former 
owners. Presumably the percentage amount to which the State 
Department referred is the two per cent of gross value of the 
minerals exported which is specified in Article 12 of the expro- 
priation decree. The State Department said that the total 
payments to all companies was “understood to be slightly 
over $12,000,000.” *° 

As this essay is being written, there is no evidence that the 
Bolivian Government intends in the near future, at least, to pay 
for the private properties which it seized. 

The production of oil has been a State monopoly in Bolivia 
since the country expropriated foreign holdings in 1937. Legis- 
lation relating to the monopoly (Yacimientos Petroliferos Fis- 
cales Bolivianos) indicated that some private activity might be 
permitted. A new petroleum code was drafted in 1955 under 
which Gulf Oil, Chaco Petroleum, and Shell began investing 
money in oil exploration. When the author was in La Paz in 
1955, supporters of the MNR informed him that although 
Government operation of the tin mines resulted in losses, they 
expected to make up the difference through petroleum. 



































54 FE] Diario (La Paz, 11 fe Febrero de 1958). 
55 “Extension of Remarks of Hon. Theodore Francis Green,’ Con- 
gressional Record (September 19, 1957), pp. A7608-A7609. 
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| Dr. Goodrich, writing in 1955, states that since the purchase 
> in 1953 of three new rotary rigs and the equipment for drilling 
some 20 wells, the State petroleum agency has increased its 
y production. Freeman, writing in December, 1957, agrees that 
production has increased in recent years. He cites figures for 
‘ 1957 that show that the Government monopoly expected to sell 
1 $14,000,000 worth of petroleum products locally and $5,000,000 
‘ abroad. Ambassador Andrade put the figure at $6,000,000. On 
. the other hand, Freeman points out that petroleum products are 
- practically tax free. The budget of Yacimientos has been pricing 
a its products “far below cost’’ and covering the deficits by the 
* printing press. Even after increasing the price of gas in Decem- 
- ber, 1956 from seven cents a gallon to 25-27 cents, the price is 
or “almost twice what gasoline would cost in the United States if 
te there were no taxes.” Dr. Freeman contends that late in 1957 
he at least Yacimientos still pays almost no taxes and “‘is still 
> operating in the red...” 
tal k 
tly Concluding Remarks 
The failures of nationalization produced such distress in Bolivia 
he that the United States was persuaded to ship food to the country 
yay and to extend financial aid. 
A summary of such aid, which does not include aid for 1958 
via and 1959, is as follows: ™ 
ad Foreign Aid, July 1, 1945—]une 30, 1957: 
Pi Mutual security aid $41,272,000 
d Urgent relief 25,332,000 
: m Agricultural commodities (welfare 3,599,000 
— Technical aid 2,645,000 
z Inter-American highway 80,000 
nA , Reconstruction Finance Corporation 25,000 
$72,953,000 
56 Goodrich, op. cit.; Freeman, op. cit. 
Con- 5? Congressional Record (January 14, 1958), pp. A248-A255; Con- 


gressional Record (January 23, 1958), pp. 822-832. 
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Net loans and other credits, July 1, 1940—June 30, 1957: out- 
standing as of June 30, 1957: $34,622,000. 

Approximate quantities of commodities under Public Law 480, 
beginning of program through December 31, 1957: Wheat and 
flour, 2,412,000 bushels; rice, 228,000 hundredweight; total 
value, $9,100,000. 

The extension of United States aid apparently led in turn to 
United States intervention in domestic policies nominally on the 
request of the Bolivian Government. On the recommendation 
of United States and United Nations experts, Bolivia began 
drafting policies which were designed to correct some of the 
errors it had made. The principal recommendations were to 
the effect that the Government ought to stop printing paper 
money and try to be a little more careful about spending what 
money it had. How humiliating it must be to the leaders of 
the MNR to be told to do what any freshman student in the 
introductory course in economics can read in his textbook! 

If the author understands Ambassador Andrade’s speech of 
February 23, 1957 correctly, he is saying that the United States 
should increase its aid to Bolivia in order to rescue the Bolivian 
Government from its own failures and to back up the policies 
recommended by United States experts. Ambassador Andrade 
says: “Perhaps the United States also should look at the assist- 
ance it is giving Bolivia. It could be possible that the funds 
given are sufficient to keep us alive but not enough to enable 
us to make any real progress.” 

It seems evident that it would take very large sums indeed 
to make the nationalization program of Bolivia achieve “any 
real progress.” 

The first Government of the MNR ended with its President 
mutilated and his remains hung to a lamp post. The second 
Government of the MNR—the “Revolucién Nacional’’—has 
claimed to have achieved “profound transformations” in Bolivia. 
Of what do the “profound transformations” consist? They con- 
sist of a political system more authoritarian and dictatorial than 


*8 Andrade, “Bolivia and the Future,” op. cit., p. A2097. 
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liberal and democratic; expropriation of private property without 
compensation; and administrative ineptitude and immorality. 

Latin Americanists know that there are talented, educated, 
cultured Bolivians who are guided in their personal and pro- 
fessional lives by the moral principles of Christianity and who 
suupport the principles of classical liberalism in politics and 
capitalism in economics. 

The author can understand the support of hungry peoples 
for humanitarian reasons, but he cannot understand why the 
United States should continue to support and subsidize a Gov- 
ernment dedicated to values which are contrary to the ideals 
and interests of this country. Undoubtedly there are reasons 
and explanations for our support of a Government influenced 
strongly by Marxist ideology, a Government which seized power 
by force and which has flagrantly violated individual and prop- 
erty rights, but such reasons and explanations are obscure. It is 
legitimate to ask what are the bases and rationalizations of our 
policy.° 


°° This position in no way attributes bad faith to the Department of 
State or other groups with policy responsibilities with reference to Bolivia. 








On Mineral Development and 
Economic Growth 






By Virgil Salera* 











This paper stems from an article on “Mining Development 
and Economic Growth” which appeared some time ago in the 
distinguished quarterly journal Social Research.’ The article 
concluded that private foreign investment in the exploitation of 
minerals in the less-developed countries is “not likely to lead 
to the economic development” of such countries. If the views 
expressed in the article were to receive wide acceptance, Amer- 
ican foreign economic policy which attaches importance to the 
role of private foreign capital in mineral and other development 
might be in for rough treatment in many foreign capitals. More 
than academic interest, therefore, attaches to the article.’ 

I shall argue that the author of the article does not prove his 
case: that he resuscitates encrusted “imperialistic” doctrine, asks 
the wrong questions, ignores relevant considerations, and pro- 
ceeds from specific situations of which his knowledge is incom- 
plete. The general issue in the contemporary world is too 
important to rest with such an analysis. 

Furthering Growth. The concepts of growth and develop- 
ment, though used at the outset, are never defined. Yet, the 
opening sentence in effect asks whether mineral investment might 



























* The American University and the American Enterprise Association. 
1C. E. Rollins, “Mineral Development and Economic Growth,” Social 
Research, Autumn 1956. 

2 For a Mexican treatment which runs in even more extreme terms, see 
Pablo Gonzales Casanova, “La Ideologia Norteamericana sobre Inver- 
siones Extranjeras,” (Escuela Nacional de Economia, Mexico D.F.,, 
Mexico, 1955). I have summarized its findings in “American Invest- 
ments As Seen Through Tinted Glasses,” Inter-American Economic 
Affairs, Spring 1956. 
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“further” such growth; in the second paragraph the issue is 
whether the investment ‘‘leads to” development; while on the 
seventh page we finally read of “self-generating growth.” As 
all students of the problem know, economic development is gen- 
erally identified with the expansion of per capita income.’ For- 
eign investment in the exploitation of hitherto unexploited 
minerals and other raw materials, by adding to output without 
adding to or causing per se an expansion of the population, auto- 
matically furthers growth. Such growth in turn makes possible 
further growth—which is the separate problem of self-gener- 
ating development. The secondary and other consequences, of 
course, are not necessarily or always induced by an automatic 
process (nor has such a claim been made by any responsible 
writer). Hence, anyone who is familiar with elements of the 
development process is made suspicious by a purported “conclu- 
sion,” announced before the supporting evidence is adduced, 
which denies that output-increasing foreign investments ‘lead 
to” development. 


Shaky Conclusions. One’s suspicions increase by the page as 
the story unfolds. To show this, let me start with Rollins’ main 
conclusions: First, foreign investments actually made to exploit 
minerals in Asia, Africa, and Latin America either will thwart 
purely domestic development measures because of a kind of local 
“blindness” induced by looking too directly at the bright light 
of big mineral projects or the local economy's net yield from 
foreign direct investments in extractive industries will be too 
small to finance anything but tiny local projects. Second, if the 


*It is worth emphasizing that economic development, meaningfully 
considered, should not be viewed solely in terms of the criterion of out- 
put. If the people do not freely choose the goods and services in question, 
the output test is bound to be more or less misleading and inapplicable. 
As P. T. Bauer—one of the leading students of the problem—has 
recently stated, development also encompasses “a widening of human 
options.” The reader should see Bauer’s excellent short statement of the 
issue in his “Economic Growth and the New Orthodoxy,” Fortune, May 
1958, where he demolishes the “orthodox” line that the less-developed 
nations are caught up in a “vicious circle” of poverty that cannot be 
broken by the normal processes of private trade and investment whether 
domestic or international. 
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local government's domestic policy aims at really trying to pro- 
mote domestic development, foreign investors would regard the 
country in question as having a hostile investment climate and so 
would not invest in such countries. If the local government re- 
sorted to such a domestic policy after foreign capital had been 
sunk within its borders, the foreign investors could be expected 
to engage in a cold war with the government. 

What are the bases upon which these harsh and extreme con- 
clusions rest? The charge that domestic development will be 
thwarted because the mere presence of a large (glamorous) 
mining project will cause or encourage the local government and 
people to “slight the internal economy,” is pure assertion, how- 
ever much one may argue that the past record of some countries, 
such as Bolivia, lends support to the idea. Even though it may 
be argued that some economies are dominated by so-called semi- 
feudal organization, the entry of a large mining project breaks 
the economic ice in many and significant ways: something is 
done, usually by the local government, to construct or improve 
roads, local suppliers are stimulated to produce new and rela- 
tively simple items and/or more of standard local products to 
meet some part of project requirements, all manner of merchan- 
dising and service facilities emerge to cater to the needs of labor 
directly attached to the project, there is some expansion of the 
commercial sector of agriculture at the expense of the subsistence 
sector to the extent that new market outlets absorb farm output, 
and so forth. These are all indirect gains, the importance of 
which is that they set in motion forces that could produce cumu- 
lative growth (even if slowly) provided that there is a wide- 
spread will to move ahead. (I shall return presently to this 
matter.) Of course, such indirect gains are in addition to the 
direct gains in the form of the local economy’s expanded tax 
and export proceeds, employment, etc. 

What about the point that the local economy’s share in the 
income generated by mineral projects is too small to finance much 
of a general development program? All that Rollins says on 
this score is that the local governments receive on the average 
only about a tenth of the value of project exports. Without 
going into the statistics of the case, it is important to note that 
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these are in addition to (1) the fiscal receipts and (2) direct 
employment income that would have been realized in the absence 
of the project, as even Rollins would have to admit. On com- 
mon sense terms, then, mineral investment makes available 
important net resources for development. Even if used with 
only moderate effectiveness, such resources help to ‘‘further’”’ the 
local economy’s development. Grandiose development programs 
cannot be financed directly with such resources, of course, but 
this does not alter the fact that mineral projects add to the 
ability of less-developed countries to achieve economic growth. 

I have charged Rollins with failing to ask the right questions 
and with ignoring relevant considerations. Let me illustrate in 
terms of the point just made. As is generally known, less-devel- 
oped countries have long used a part of expanded export income 
(retained basis) to service new foreign investments. If Rollins 
had asked what the countries could do with added fiscal receipts 
and explored every real possibility, he would have seen that 
paying for development projects directly with such receipts would 
be only one use, and a relatively poor one, to which the funds 
could be put. A much more attractive use, which would hardly 
go unnoticed nowadays if only because of the existence of the 
World Bank, would be to incur debt in order to get command 
of a sizable lump of resources for carrying out one or more 
major investments in, say, suitable public service facilities. Such 
investments could and often do set the stage for a significant 
cumulative expansion. 


A much more serious charge concerns the alleged incompati- 
bility of foreign direct investment in extractive industries and 
national development programs in less developed countries. Ex- 
cept for a few countries that do not bulk large among less- 
developed nations as a group, there is no contemporary evidence 
for such a charge while there is overwhelming evidence of pre- 
cisely the opposite conclusion. National development efforts, 
according to Rollins, are supposed to raise the wage level and 
the mineral industry's costs, thus “squeezing profits.” Foreign 
capital is not unmindful of the probable impact of foreign 
investment on local wage levels, but I doubt whether foreign 
investors ever think of such a matter after the fashion of some 
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textbooks. After all, a much more important question centers 
around the behavior of local trade unions, since it is a fact that 
many unions are as influential in labor-management relations 
as are unions in the United States. In any case, the relevant 
issue is simple: What usually happens to wages? The record 
shows that rising cost levels usually emerge slowly, so that the 
mineral industry is able to take the necessary adjustments in its 
stride. It is the discriminatory application of cost-raising arrange- 
ments, those which single out specific foreign firms, that is the 
real danger; and no amount of discussion in terms of “vigorous 
development policy by the state” will cloak such discriminatory 
and confiscatory actions which sometimes are attempted by gov- 
ernments which regard foreign firms within their borders as 
captive enterprises. 

If the mineral investors are as fearful as claimed of “‘cost- 
raising’ development activities outside their own direct-invest- 
ment sphere, why do they themselves often voluntarily engage in 
the promotion of non-mining enterprises in the vicinity of their 
mining operations? If the Rollins line were correct, we would 
never witness such activities as those by the Creole Petroleum 
Corporation’s Economic Development Committee, which regu- 
larly advises the Venezuelan government on feasible and worth- 
while non-oil investment projects besides contributing some of 
its stockholders’ money to the support of the justly famous Con- 
sejo de Bienestar Rural, which has done so much to spur tech- 
nical improvement in Venezuelan agriculture? * Further evidence 
of the fanciful nature of the Rollins line is available from Peru: 
why, if he is correct, does the Cerro de Pasco Corporation— 
which dominates industry in the Peruvian Sierra—hire labor to 
carry out large-scale agricultural (crop and livestock) opera- 


4In connection with Venezuela and the role of the government in the 
country’s development, Rollins is poorly informed once again when he 
asserts that “attempts to promote advance in agriculture have met with 
almost complete failure.” Why, if this is so, does the country now have 
a sugar surplus when it was on a heavy import basis only a few years ago? 
Similarly, how do we account for the great expansion in rice and milk 
pomaeee’ If there is a criticism to make, it is that the measures taken 
y government have been much less efficient than would have been 
possible under feasible alternative policies. 
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tions,” thereby “bidding up” labor and mining costs by entering 
the labor market on the demand side in agriculture? Or are the 
officers of the Corporation only naive souls who are traitors to 
enterprise principles? ° 


A critique in the same vein may be made about the fiscal 
effects of national development programs and their alleged 
impact on foreign direct investments. Rollins claims that foreign 
investors oppose taxes for such purposes. Actually, reasonable 
increases in taxes to finance such programs are not opposed 
by most established foreign interests. Moreover, many foreign 
investments have been temporary beneficiaries of local promo- 
tional tax policies. For example, a majority of the less-developed 
countries exempt new industries (including those that are for- 
eign owned) from taxation for initial periods—but to mention 
this, of course, would be to spoil the Rollins thesis. Unhappily, 
however, the record shows enough actions involving discrimina- 
tory taxation as to require continuous vigil on the part of foreign 
investors. Rollins is thus guilty of at least very loose writing 
when he refers to the record of foreign-investor complaints about 
fiscal actions (including protective measures) without distin- 
guishing between the discriminatory and non-discriminatory 
applications thereof. 


° The Corporation, which raises the best livestock in the high Andes, 
provides important apprenticeship opportunities for indigenous farmers. 
Some local enterprisers, such as the Fernandini group, also conduct high- 
gtade livestock operations in the same area. Incidentally, cases of this 
kind—which are numerous—show the hollowness of the charge, which 
Rollins echoes from Singer, that raw-material projects are less a part of 
the country in which they are situated than of the country in which the 
home office is located. 

® Speaking of Peru, every student of inter-American affairs should be 
very much interested in the highly significant comments made recently 
on the subject of private foreign investment by a man who can by no 
stretch of the imagination be regarded as a “‘stooge” of foreign capital, 
Victor Raul Haya de la Torre, head of the Apristas. Thus, he told a 
New York Times reporter that he welcomed U.S. “economic imperial- 
ism,” because he finds that “it is good for us.” Haya went on: “We 
must not confuse economic imperialism of the United States, of which 
we approve, with political imperialism, which we oppose. An under- 
developed country like Peru desperately needs foreign investments and in- 
dustry, provided they make economic sense.” See the Times, April 8, 1958. 
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The Private Sector. In view of the foregoing, it is not sur- 
prising that Rollins has a low estimate of the capability of the 
private sector to respond to the stimulus of an “appropriate 
government-spending policy.” The implied causation is reveal- 
ing: note that domestic private investment is supposed to follow 
and be related to government-spending policy. To date, such 
policy in less-developed countries has been responsible for infla- 
tion as much as anything else. I am afraid that the process of 
development, which I have partly elaborated elsewhere,’ is a 
lot more complex than this, and that government spending as 
such, assuming that it is part of a constructive program, is only 
one facet of the government side of the picture. 

According to Rollins, the main trouble is that the wealthy 
perform the “income accumulation” (saving?) function “only 
too well’’—witness the “extreme inequality of income distribu- 
tion” —but that they do not carry out sufficient productive invest- 
ment. Too much, according to this ancient view, is spent on 
consumption and hoarded. Hence, it is necessary in the interest 
of development to transfer income to another group (apparently 
the State), to assure that resources are used in “desirable chan- 
nels,” an undefined category but seemingly tantamount to “indus- 
try or agriculture.” Most observers, the present writer included, 
agree that there is insufficient productive investment. Why? 
To what extent do government-private sector relations in all 
of their ramifications—and there are many—account for the 
observed pattern and volume of investment? Why is agriculture 
generally technically backward, and how does this condition 
affect investment prospects generally? What accounts for the 
heavy concentration of local enterprise, much of it of good 
quality, in commerce? It is questions such as these that need 
to be answered before economists can indulge in glib statements 
of the kind summarized above. Moreover, any one familiar with 
the nature of bureaucracy in a typical underdeveloped country 
knows that it will be a long time before economic operations can 


7“Enterprise and Development,” in Motten, Salera, Davies and Bal- 
gooyen, Latin American Development Programming and United States 
Investments, University of Pennsylvania Press, 1956. 
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be government-managed on an efficient basis, even in the simpler 
lines of production. 


Rollins’ views with respect to the private sector are as ques- 
tionable and misleading as are his observations on the alleged 
need to sacrifice private foreign investment in extractive indus- 
tries if the less-developed countries are to be able to achieve 
rapid development. It is not surprising that the two views are 
found together. Researchers are now trying to discover the 
processes by which the private economy may be strongly activated 
in order that the latent capacities of that sector may make their 
substantial contribution to development. My general observa- 
tions on the subject are a matter of record. I should also like 
to go on the record, for whatever it is worth, with the finding 
that the sacrificial thesis regarding extractive investment is based 
on a misreading of history, a lack of understanding of present- 
day international economic realities, and failure to grasp the 


potentials inherent in the wise use of the export capacity of the 
less-developed countries. 






























Some Thoughts on Postwar 
Pan-American Problems 
and Their Solution 


By J. Fred Rippy* 


Latin Americans lack enthusiasm regarding the benefits they 
may derive from the investment of our private capital in their 
countries. They fear its influence and complain about the 
siphoning out of profits. 

Latin Americans resent our trade barriers—tariffs, excise taxes, 
quotas—particularly any increase in height or expansion in cov- 
erage. They want us to buy all they desire to sell us—at prices 
stabilized at high levels. 

Latin Americans think that the products they must purchase 
from us are far too expensive and complain that the prices they 
have to pay are high because of the operation of monopolies of 
one kind or another. 

Many Latin Americans believe that both our business groups 
and our public officials desire to prevent the growth in their 
countries of large manufacturing establishments under native 
ownership and control. They base their belief upon two assump- 
tions: our business is monolithic and our business is able to 
control our government. 

Many Latin Americans suspect that both our business leaders 
and our public officials prefer to deal with dictators—one-man 
governments—rather than with presidents, cabinet members, and 
legislative assemblies, and this suspicion arouses their resentment. 


* Temporarily serving as visiting professor of American history at the 
University of South Carolina. 
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Three streams of influence largely account for their distrust, 
resentment, and fear: memories of unpleasant experiences of a 
more or less remote past; accusations of our business competi- 
tors; and Soviet propaganda, especially the Marxist dogma re- 
garding the aggressiveness of so-called “monopoly capitalism,” 
a dogma which asserts that capitalist countries must find foreign 
outlets for their surpluses or suffocate, and therefore must inev- 
itably try to dominate foreign markets. 

This suspicion, resentment, and fear—along with scarcity of 
domestic capital and the disposition of domestic capitalists to 
speculate rather than invest—produces two significant results: 
Latin-American governments tend not only to direct national 




















hey economies but also to thrust themselves into these economies 
neir as owners and operators; and Latin-American leaders prefer 
the loans from our government to theirs rather than direct invest- 
ments by our business enterprises. This signifies that the trend 
x€s, toward state socialism is stronger in Latin America than in the 
COV- United States; that their devotion to private enterprise is far 
‘ices weaker than ours; and that we have disagreements with them in 
respect to the role of government in production and distribution. 
hase Another cause of discord is the fact that the twentieth century 
they has witnessed a fundamental change in the political and eco- 
s of nomic strategy of the United States. Largely hemispheric for 
over a hundred years, it has recently become global; and this 
oups means a spread of interests and anxieties—a comparative reduc- 
their tion of emphasis on the importance of Latin America and an 
ative extension of emphasis to Europe, the Orient, and Africa, so that 
imp- Latin Americans feel neglected and bereft. Recalling the happy 
e to years of Franklin D. Roosevelt’s Good-Neighbor policy when a 
favorable response was accorded to almost every request they 
aders made and no objection was raised against the expansion of gov- 
-man ernment functions, they suffer from nostalgia.* 
, and 
nent. ‘Statements in the preceding paragraphs are based upon my own 
observations, supplemented by W. S. Wotinsky’s The U.S. and Latin 
America’s Economy, a pamphlet published in New York in 1958, and 
- Hearings by a subcommittee of the House Committee on Foreign Affairs, 
at t 


85 Cong. 2 Sess.: “A Review of the Relations of the United States and 
the Other American Republics.” 
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What are the most appropriate means available to the United 
States in dealing with these postwar problems in Pan-Amer- 
icanism? Should we remove all the barriers that hamper Latin 
America’s access to our markets? Should we extend our price- 
support programs to all the products which Latin Americans 
desire to export and guarantee a profitable market for all their 
surpluses? Should we reduce the prices of our exports to Latin 
Americans and subsidize all who produce and sell our commodi- 
ties to them? Should we sharply increase our government grants 
and cheap loans to Latin-American governments? Not if we 
desire to avoid bankruptcy and the fostering of the trend toward 
state socialism both here and there. 

Should we constantly stress the obstacles which retard Latin 
America’s development: erroneous beliefs; groundless fears and 
suspicions; false assumptions; institutions and policies which 
tend to prevent economic growth? These are stubborn problems 
that must be solved unless we are content to let matters drift 
and engage in a large measure of futility in our relationships. 
They are also delicate problems whose resolution may require 
the help of experts of Latin lineage not only in our own country 
and in Latin America but from the European countries as well. 

Should we growl at Latin America’s dictators and favor their 
democracies? Such a policy would cause endless worry and 
trouble. Officials in our Department of State and various other 
departments would have little time for other problems (and 
Dr. Milton Eisenhower's Latin-American duties would probably 
force him to resign from the headship of Johns Hopkins Uni- 
versity). We tested that policy a few decades ago and found 
that it was unsatisfactory both here and in Latin America. I 
think it would be imprudent to go any further in this respect 
than verbal pronouncements of sympathy for democracy every- 
where and suppression of our impulses to award ribbons and 
medals to despots and heads of secret police forces. 

I suggest that we try to solve these problems by means of 
more skillful diplomacy and information services rather than 
by drastic and politically difficult modifications of trade policy 
and vastly increased expenditures of revenues extracted from 
our oppressed taxpayers. I realize that acceptance of this sug- 
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gestion would be hard on bureaucrats who like to use trade 
concessions and cash in the persuasive arts. But I contend that 
our outlays must have some limit and that this gallant philan- 
thropy has xo limit short of national bankruptcy. 

Latin Americans should somehow be convinced that our cap- 
italists can serve Latin-American interests while serving their 
own; that neither our investors nor our public officials are by 
any means uniformly opposed to Latin America’s progress in 
manufacturing; that Latin Americans expect too much from us 
because they exaggerate our wealth and underestimate our tax 
burdens; and that they have not been stinted by us even during 
the troubled years of the postwar period. 

How can they be persuaded of the beneficial effects of our 
capital in their midst? By wider and closer association with 
our business leaders and our soundly trained economists, includ- 
ing those of Spanish descent—who must be fairly numerous in 
some parts of our country—and by such impressive examples as 
our business enterprises can afford. 

How may they be convinced that our businessmen are far 
from agreement with respect to the growth of manufacturing 
industries in Latin America and that businessmen who favor 
such growth are as likely to influence our government policy 
as those who may oppose this growth? Let Latin Americans 
ponder the history of the spread of manufacturing since the 
Industrial Revolution and poll the sentiments of investment 
bankers, international shippers, and producers of industrial 
machinery. 

By what means can Latin Americans be persuaded that the 
overwhelming majority of us are not rich? Induce more of 
them to associate with our students and teachers, visit our small 
farmers, inspect our urban slums, examine our tax systems, ob- 
serve our citizens as they sweat and grumble over their tax 
returns. Insist that they read the reports of our Ways and 
Means and Finance Committees and the documents issued by 
our Treasury secretaries. 

How can we manage to convey to Latin Americans a more 
accurate conception of the amount of technical and economic 
assistance they have received and are receiving from the United 
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States? By keeping before them all the facts all the time. They 
are probably not aware of half of our contributions designed 
to promote their economic and social progress. It is likely that 
many of their best informed citizens are familiar with only 
one annual appropriation act intended to serve this purpose, the 
so-called “mutual-security” appropriation act. Actually, how- 
ever, these hemispheric neighbors share many other appropria- 
tions and receive assistance through many channels, both direct 
and indirect. I shall presently offer some details. For the 
moment I wish merely to call attention to the problem and its 
significance and possible methods of solution. It is essentially 
a problem of information; and in dealing with it, it might be 
advisable to employ some of our citizens of Latin extraction 
and tradition—not merely Puerto Ricans but those who live in 
California, New Mexico, Texas, Florida, and other parts of our 
national domain—and share the task also with such assistants 
as are available in various Latin-American countries. Even a 
firm and unobtrusive insistence that governments of recipient 
countries should keep their people completely and constantly 
informed regarding this subject does not seem unreasonable 
to me. 

I recommend further that officials of our government who are 
primarily concerned with Latin America should be called in at 
the beginning and not at the tailend of hearings on foreign aid 
and deliberations on global policy. This procedure would avoid 
the appearance of neglect and might inculcate a more cordial 
feeling in Latin America without much additional cost to our 
taxpayers. Having a lot of pride, our Latin neighbors are easily 
offended by actions which indicate lack of appreciation. 

If these various suggestions should necessitate a slight increase 
of expenditures for Latin America, let us bear them. It is pos- 
sible, however, that the small additional sums required could 
be subtracted, by a careful selective process, from countries 
either in less important regions or in less need of placation. 
I do not mean to imply that some of our officials have not 
thought of these suggestions, or even that some of them have 
not been adopted already. I do not know whether any of them 
have or have not been fully applied. 
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According to statistics published by the Commerce Depart- 
ment’s Office of Business Economics,” our government lent and 
spent a total of $73,808,794,000 on foreign aid during the fiscal 
years extending from July 1, 1945, through June 30, 1958: 
grants, $57,274,691,000; credits (cheap loans), $16,534,103,000. 
Latin America’s share of the total was $2,878,809,000, or 3.9 
per cent: grants, $1,041,404,000, slightly less than 2 per cent; 
low-interest credits, $1,837,405,000, a little over 11 per cent. 

But the figures of the Office of Business Economics are incom- 
plete. They omit the contributions of the United States govern- 
ment through the World Bank, through the International Sta- 
bilization Fund, through the State Department’s International 
Exchange Service, and through the United States Information 
Agency. For individual countries these statistics also omit the 
contributions which our government channeled through the Tech- 
nical Asisstance Fund of the United Nations and through the 
UN Children’s Fund; nor do the figures, in Latin America’s case, 
take account of our government’s contributions to the annual 
budgets of the Inter-American Institute of Agricultural Sciences 
(Costa Rica) and the Gorgas Memorial Laboratory (Panama). 
If all these grants and loans were included, the aggregate re- 
ceived by Latin America from the United States would not fall 
far short of $3,660 million, or approximately 5 per cent of the 
grand total. Latin America’s share of the world’s population 
is around 6.2 per cent. 


Even though incomplete, as I have stated, the statistics pre- 
sented by the Office of Business Economics indicate that Latin 
America’s share of our government's contributions to foreign 
countries has been on the increase during the last three years. 
The grand total for fiscal years 1956-58 was $15,185,267,000; 
grants, $13,043,196,000; loans utilized, $2,142,071,000. Latin 
America’s portion was $1,062,800,000, or 7 per cent of the 
aggregate: grants, $474,473,000, in excess of 3.6 per cent; cheap 
loans utilized, $588,327,000, slightly more than 27.4 per cent. 



























































































































































































*Grants and Credits by the United States Government, June 1957 
Quarter and June 1958 Quarter, Tables 3, 5, and 6. 
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Figures from the same source for assistance extended to Latin 
America from the regular annual appropriations for “mutual 
security” during fiscal years 1946-58, aid which many observers 
seem to mistake for the total contribution of the United States 
government toward the development of Latin America, indicate 
an aggregate of only $889,667,000, a sum nearly two billion 
dollars short of the actual contribution, even without including 
the various omissions which I have mentioned. Important among 
the grants ignored by this limited view are gifts of agricultural 
commodities by our government through private agencies totaling 
$41,798,000 and grants for highways aggregating $67,014,000. 
Cheap loans made by our government to Latin America during 
this postwar period and ignored by those who see only the loans 
extended by our International Cooperation Administration and 
its predecessors are these: $1,696,900,000 by the Exim Bank; 
$73,193,000 authorized by the Agricultural Trade Development 
and Assistance Act of 1954 and its amendments; $31,746,000 
representing sales of surplus property on credit. 

Mexico and Central America are impressive examples of the 
sums overlooked when observation is confined to the acts making 
appropriations for ‘‘mutual assistance.” Mexico’s grants from 
these appropriations amounted to only $13,266,000; total grants 
received by Mexico were no less than $108,664,000, of which 
$93,891,000 were spent on the eradication of the hoof-and-mouth 
disease that had attacked Mexico’s cattle. Grants alloted to 
Central American countries from these same ‘‘mutual-assistance” 
appropriations amounted to only $79,804,000, while the aggre- 
gate grants they actually received from our government totaled 
$153,184,000, approximately $66,660,000 having been granted 
for the Inter-American Highway and related highways in the 
region. 

Figures on Latin America’s share of the contributions made 
by our government to the UN Children’s Fund and Technical 
Assistance Fund, contributions not listed in detail by the Office 
of Business Economics, are not fully available at this time. 
These contributions reached a combined total of $237,304,000 
by the close of fiscal year 1958, and Latin America’s share was 
probably in the neighborhood of $30 million. 
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Country 


Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 


Cuba 


Dominican Rep. 


Ecuador 

El Salvador 
Guatemala 
Haiti 
Honduras 
Mexico 
Nicaragua 
Panama 
Paraguay 
Peru 
Uruguay 
Venezuela 


Country allotment 


unspecified 
Total 


TABLE 1 * 
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GRANTS AND CREDITS BY THE U.S. GOVERNMENT TO 


LATIN AMERICA 
Fiscal Years 1946-1958 


Grants 
(Thousands) 
$ 320 
104,972 
50,301 
26,214 
19,027 
27,586 
2,808 
2,595 
14,591 
8,193 
67,950 
22,627 
11,071 
108,664 
18,012 
20,372 
13,150 
38,748 
2,707 
2,484 


479,009 
$1,041,404 


Credits Utilized 


(Thousands) 
$ 130,835 
42,532 
763,767 
171,434 
142,065 
10,825 
38,734 
36,413 

642 

2,547 
25,517 
1,693 
305,760 
874 

4,919 
9,939 
116,450 
12,253 
19,422 


20,784 
$1,837,405 





* Compiled and computed from data published by the U. S. Commerce 


Total 
(Thousands) 
$ 131,809 
147,504 
814,068 
197,648 
161,092 
38,411 
41,542 
2,595 
51,004 
8,835 
70,497 
48,144 
12,764 
414,424 
18,886 
25,291 
23,088 
155,198 
14,960 
21,906 


$2,878,809 


Department’s Office of Business Economics, Foreign Grants and Credits 
by the United States Government, June 1958 Quarter, Tables 3 and 6. 
The Office of Business Economics does not specify the country allotments 
for military supplies and services or for the sums distributed through 


the Organization of the American States and its affiliates. 
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TABLE 2 * 





GRANTS AND CREDITS BY THE U.S. GOVERNMENT TO 
LATIN AMERICA 
Fiscal Years 1956-1958 


Country Grants Credit Utilized Total 
































(Thousands) (Thousands) (Thousands) 
Argentina $ 122 $ 29,160 $ 29,282 
Bolivia 73,254 4,927 78,181 
Brazil 29,236 168,593 197,829 
Chile 16,715 49,888 66,603 
Colombia 12,899 81,073 93,972 
Costa Rica 14,991 10,124 25,115 
Cuba 1,560 12,244 13,804 
Dominican Rep. 910 — 910 
Ecuador 6,371 12,709 19,080 
El Salvador 3,866 67 3,933 
Guatemala 52,597 2,415 55,012 
Haiti 13,307 10,426 23,733 
Honduras 5,569 1,470 7,039 
Mexico 4,006 79,092 83,098 
Nicaragua 8,451 274 8,725 
Panama 12,577 519 13,096 
Paraguay 5,906 9,143 15,049 
Peru 25,288 94,852 120,140 
Uruguay 816,000 —_— 816 
Venezuela 415 6,120 6,535 
Country allotment 
unspecified 185,647 14,833 200,480 
Total $474,473 $588,327 $1,062,800 









* Compiled and computed from data published by the U. S. Commerce 
Department's Office of Business Economics, Foreign Grants and Credits 
by the United States Government, June 1957 Quarter and June 1958 
Quarter, Tables c and ¥. The Office of Business Economics does not 
specify the country allotments for military supplies and services or for 
the sums distributed through the Organization of American States and 
its affiliates. 
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Likewise absent from the statistics published by the Office of 
Business Economics, as I have said, are the loans negotiated 
and managed by the World Bank, which obtains a good part 
of its funds from the United States and has been more generous 
with Latin America than with other underdeveloped regions. 
Loans extended by the World Bank to the Latin-American coun- 
tries—at least fifteen of the twenty countries—by June 30, 1958, 
aggregated $743,143,870.° 

Loans made directly by the United States government or its 
agencies to Latin America during the postwar period, loans 
aggregating $1,837,405,000, as previously indicated, with 
$1,119,000,000 outstanding at the end of the year 1957 and 
$1,151,000,000 on June 30, 1958, were certainly not insignifi- 
cant. Compared with the private investments of citizens of the 
United States in the region, however, they appear small. The 
total of our private investments in Latin America at the close 
of 1957 was approximately $9,743,000,000,* and that huge sum 
might be doubled within a decade or so if satisfactory solutions 
of these Pan-American problems could be effected. 


* International Bank for Reconstruction and Development, Thirteenth 
Annual Report (New York, 1958), pp. 27 et passim. 
* Survey of Current Business, September, 1958, pp. 15-23. 





Mexican Monetary Policy 


Since the 1954 Devaluation 


By Robert F. Emery* 


Relatively little has been written on recent Mexican monetary 
policy, which is regrettable in view of Mexico’s economic impor- 
tance in the Western Hemisphere. For examining this subject, 
the period since the 1954 devaluation can be conveniently selected 
since it is short enough to permit fairly thorough investigation, 
yet long enough to provide some indication of economic trends. 
Pertinent questions involved are: How is monetary policy deter- 
mined? What are the current policies? How effective have 
they been? What is Mexico’s economic outlook ? 


The process of determining monetary policy. In general, Mex- 
ican monetary policy is determined by the Director General of 
the Bank of Mexico and the Secretary of the Treasury. The 
former in turn is aided by the advice and counsel of the Bank’s 
Monetary Policy Commission. In addition, as with most central 
banks, there is close day-to-day cooperation with Treasury off- 
cials. The Bank’s most important body, the Administrative Coun- 
cil (Consejo de Administracion), does not play an important 
role in the formulation and determination of monetary policy. 

While the supreme body of the Bank of Mexico is the General 
Assembly (a group representing all stockholders in the Bank), 
it approves practically all actions automatically at its annual 
meeting. To facilitate the Bank’s current operations, the General 
Assembly has delegated all necessary powers to a nine-man Ad- 


* The author is an economist at the Board of Governors of the Federal 
Reserve System. The views expressed are his own and do not necessarily 
reflect those of the institution at which he is employed. 
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ministrative Council. Though this Council reviews and approves 
important policy matters, the real and active control of the Bank 
rests with the Director General. Therefore, in the field of 
monetary policy, basic policy is actually formed by the Director 
General with the aid of the Bank’s staff. 

The eight-man Monetary Policy Commission is a permanent 
body composed of the Bank’s second sub-director, five economists, 
(including two high officials from the Department of Economic 
Research), the manager in charge of private bank relations, and 
one of the technical advisers to the Director General. The Com- 
mission is charged with analyzing all data relative to the national 
and international economic situation, and, upon the request of 
the Director General, studying prospective, as well as existing, 
monetary policy measures. After examining the work of the 
Commission, the Director General dictates appropriate measures 
and, if necessary, makes suggestions to the Treasury. While the 
Organic Law of the Bank of Mexico gives the Bank the power 
to issue certain rulings, the Bank is not allowed to interpret the 
law when it is not clear. Therefore the Bank occasionally asks 
the Federal Government, through the Treasury, for credit direc- 
tives clarifying certain legislation and regulations in force. These 
credit directives are then utilized by the Bank in issuing regu- 
lations designed to enforce precise and formal compliance on 
the part of the commercial banks. 

The Bank of Mexico works in close cooperation with the 
Treasury in order to coordinate monetary policy with fiscal and 
debt management policy. Article 71 of the Organic Law of the 
Bank of Mexico gives the Treasury the power to veto the reso- 
lutions of the Bank of Mexico on important matters directly 
affecting the country, but since Bank of Mexico-Treasury coopera- 
tion has always been very close, this veto power has never been 
exercised. 

Current monetary policy. The aims of Mexican monetary 
policy as set forth in the Bank of Mexico’s annual reports are 
almost always stated in broad, general terms. These aims have 
not changed since the 1954 devaluation and, in general, may be 
stated as follows: (1) to maintain internal monetary stability, 
(2) to channel credit primarily to industrial, agricultural, and 








74 INTER-AMERICAN ECONOMIC AFFAIRS 


livestock activities and secondarily to commerce, (3) to guard 
the liquidity and solvency of the banking system, and lastly, (4) 
to promote a sound development of the securities market. In 
the international field, Mexico has followed a policy of main- 
taining unlimited convertibility for the peso, an action which 
has its influence on domestic monetary policy. 

In examining the influence of monetary policy, a distinction 
should be made between the extent to which the different types 
of financial institutions within the financial sector are subject 
to monetary control, and between the particular monetary instru- 
ments utilized. In Mexico, the structure of the financial sector 
is sufficiently complex to merit some attention, particularly in 
view of a recent expansion in control over one part of the sector. 

Basically Mexico’s financial sector can be divided into govern- 
ment credit institutions and private credit institutions. Within 
the former are included the Bank of Mexico, a large national 
finance agency (Nacional Financiera), and the sixteen national 
banks. The private sector can be conveniently divided into 
the deposit and savings banks, investment banking companies 
(sociedades financieras), and other priate institutions. Included 
in the latter, in decreasing order of importance as based on 
total assets, are capitalization banks, mortgage banks, trust com- 
panies (sociedades fiduciarias), and savings and loan banks for 
residential housing (bancos ahorro y prestamos para la vivienda 
familiar). At the end of 1957, the private sector held approxi- 
mately 53 per cent of the banking system’s total assets. Within 
this sector, the deposit and savings banks held 72 per cent of the 
total assets and investment banking companies 22 per cent. 

It is only within the last few years that investment banking 
companies, which are usually affiliated with commercial banks, 
have grown to this position of relative importance. In 1957 
alone, their total assets increased from 2,704 to 3,749 million 
pesos, or by 39 per cent. 

Concerned by this rapid expansion, the monetary authorities 
in February of 1958 acted to restrain the credit expansion of 
these institutions. Cash and security reserve requirements equiva- 
lent to 20 per cent of demand liabilities in domestic currency 
and 25 per cent of demand liabilities in foreign currency were 
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established for the first time for these institutions. They were 
ordered to comply completely with the new regulations by the 
end of the year. 

With regard to Mexico's instruments of monetary policy, it 
is clear, when the four general aims listed earlier are examined 
in the light of the particular monetary instruments utilized, that 
Mexico has relied almost exclusively on one instrument—namely, 
bank reserve requirements. This tool, however, has been used 
in both a quantitative and qualitative sense. While the volume 
of rediscounts allowed by the central bank has been conservative, 
other traditional instruments, such as open market operations 
and use of the central bank rediscount rate, have not been 
important. 

The use of open market operations is not feasible, largely as 
a result of the system of security reserve requirements, rather than 
any lack of commercial bank holdings of government securities. 
Currently, deposit and savings banks in the Federal District 
are required to maintain 50 per cent of their demand deposit 
liabilities in national currency in various types of securities. Three- 
fifths of these must be approved government securities. Because 
of this large volume of required security holdings, the Bank of 
Mexico feels compelled to support these issues so that commer- 
cial banks do not face significant losses as a result of decreases 
in capital value. 

Regarding central bank rediscounts as a weapon of monetary 
policy, the Bank of Mexico does restrict the availability of redis- 
counts, but does not utilize the rediscount rate as a restraining 
force. The Bank’s policy is to provide rediscounts to only those 
banks where deposit liabilities are not growing at a “normal” 
rate. In practice, this “normal” rate has been set at 6 per cent 
per year, and since most banks’ deposits have grown faster, the 
result has been that the volume of commercial bank rediscounts 
has not changed significantly since the devaluation. The only 
recent exceptions to this practice occurred in April of 1957 when 
the Bank of Mexico announced that it would accept for rediscount 
50 per cent of each credit granted to CEIMSA (Compania Ex- 
portadora e Importadora Mexicana, $.A.), a public Export-Import 
agency, by a commercial bank and would allow the other half 
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to count as part of the bank’s legal deposit requirements. With 
regard to the government-owned national banks, the only sig- 
nificant rediscounts made since 1954 have been to the National 
Bank for Foreign Commerce (Banco Nacional de Comercio 
Exterior), these resources in turn being used to finance the im- 
portation of basic foodstuffs, such as wheat and corn, through 
CEIMSA. Taken together, central bank rediscounts to com- 
mercial and national banks since the devaluation have not resulted 
in any significant net credit expansion. 

With regard to the rediscount rate, this has been maintained 
traditionally at a low level by the Bank of Mexico and since 
1953 has been 41/ per cent for agricultural, industrial, and com- 
mercial paper. The current rate is not a penalty rate since most 
government securities yield at least 5 per cent. Even if the mone- 
tary authorities were able to increase the rate to very high levels, 
it is likely that the banks would be able to find other financial 
sources so as to avoid the penalty rate. In sum, the rediscount 
weapon has been partly effective in Mexico in that the central 
bank has limited the availability of rediscounts. On the other 
hand, the psychological advantages in announcing changes in 
the rediscount rate have not been utilized, but these aspects 
are seldom important in countries where money markets are 
not highly developed. 

Unlike open market operations, legal reserve requirements 
for commercial banks have been used extensively in Mexico as 
an instrument of monetary policy. They have been utilized to 
fulfill several of the monetary policy aims mentioned earlier: 
the over-all reserve requirements have been used to maintain 
internal monetary stability; the security requirements have been 
used to channel credit into favored fields; and the cash require- 
ments have been used to guard the liquidity of the banking 
system. 

While the legal reserve requirements for the associated deposit 
and savings banks in Mexico have been rather complicated in 
the past, the system has recently been somewhat simplified. In 
1956 the number of separate sets of requirements was reduced, 
and in 1957 provision was made for the abolishment of the 
system of marginal reserve requirements against demand and 
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time deposits denominated in local currency.’ Separate reserve 
requirements still exist for banks outside of the Federal District, 
and for demand and time deposits, and savings deposits, in for- 
eign currency. However, Table 1, which indicates the require- 
ments for demand and time deposits in national money for 
banks in the Federal District, conveys a sufficiently valid con- 
cept of the 1953, 1955 and current requirements inasmuch as 
these banks maintain a large majority of Mexico’s total demand 
and time deposit liabilities. 


TABLE 1 


Legal Reserve Requirements for Demand and Time Deposit 
Liabilities in National Currency in Deposit and Savings Banks 
in the Federal District 


Bank of Mexico circular 1219A 1279 * 1340A 
Date of circular Feb. 16,1953 Jan. 10, 1955 July 1, 1957 
1. Cash requirements 30% 30% 25% 
2. Portfolio requirements 40% 55% 50% 
a. Approved government 
securities (10%) (20%) (30%) 
b. Approved mortgage and 
investment bonds (10%) (15%) ( 5%) 
c. Approved medium-term 
credits (20%) (20%) (15%) 
3. Unrestricted 30% 15% 25% 


* Requirements for deposit liabilities in excess of those outstanding 
on January 9, 1955. 


In addition the percentage requirements in the current law are 
so arranged that at least 70 per cent of a bank’s portfolio are 
devoted to loans for production and no more than 30 per cent 
are devoted to loans for commerce. 

In addition to the deposit and savings banks, other types of 
private financial institutions have been subjected to various 
security requirements. In 1956 capitalization banks were ordered 
to invest 5 per cent of their demand liabilities in bonds issued 


1 Marginal requirements against demand and time deposits denominated 
in foreign currencies and against savings deposits were left in force. 
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by national credit institutions for the promotion of low-cost resi- 
dential housing, and another 5 per cent in mortgage loans for 
low-cost residential housing or in the aforesaid bonds. Similarly, 
savings institutions and investment banking companies were or- 
dered to invest amounts equivalent to 10 per cent of their capital 
account in credits for low-cost residential housing. Insurance 
companies have also been ordered in the past to place part of 
their assets in special types of farm credits. 

Just as legal reserve requirements have served to protect bank- 
ing liquidity, so capital-deposit ratios have served to maintain 
commercial bank solvency—one of the monetary policy aims 
cited earlier. However, though these ratios have been helpful 
in this long-run sense, it should be made clear that they cannot 
be regarded as a direct weapon of monetary policy similar to 
the use of the rediscount rate, open market operations, or changes 
in reserve requirements. In addition, there has been a trend 
toward higher ratios since 1953 when the ratio of demand lia- 
bilities to paid-in capital and reserves was set at 12.5:1. In Sep- 
tember of 1955, a ratio of 15:1 was established for contingent 
and demand liabilities to paid-in capital and reserves, and in 
1956 this ratio was further increased to 20:1, chiefly in order 
to facilitate the financing of cotton. With the production of 
cotton increasing significantly, larger sums have been required 
to finance the holding of the crop before export, and the increase 
in the capital-deposits ratio merely relieved many banks from 
the task of augmenting their capital base. 

A powerful tool at the time of foreign exchange devaluation 
is the Bank of Mexico’s power to take over certain revaluation 
profits of the commercial banks. This was done at the time of 
the last devaluation in April of 1954, when approximately 800- 
900 million pesos were sterilized. Banks were compensated by 
the Bank of Mexico in pesos at the old exchange rate for net 
foreign assets held on April 14, 1954. Since this sum was equiva- 
lent to about 11 per cent of the total money supply at the time, 
a possible expansion of circulating medium by a considerable 
amount was averted. 

While the monetary authorities have utilized other instruments 
in the past besides reserve requirements, limited rediscounts, 
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capital-deposit ratios, and seizure of revaluation profits, they 
have been of only minor importance. For example, Article 32 
of the Organic Law of the Bank of Mexico empowers the Bank 
to set maximum and minimum rates of interest for commercial 
banks, as well as permissible premiums and discounts. In prac- 
tice, however, this power has seldom been exercised, and the 
only recent use occurred in 1956. At that time, a maximum limit 
of 3 per cent was established for time and savings deposits in 
foreign currency in order to discourage inter-bank rate compe- 
tition, to encourage national savers to maintain and invest their 
capital in domestic money, and to increase the use of the Mex- 
ican peso in the frontier zones. Other relatively minor actions 
could be mentioned: a 1953 action, still in force, requires domes- 
tic banks to clear all rediscounts, loans, and credits from foreign 
banks, other than commercial credits up to 90 days, with the 
proper monetary authorities; in 1954 the Bank of Mexico took 
over the debts of two national banks totaling 741 million pesos, 
increasing their capital by the same amount, but suspending 
their rediscount privileges; and finally, the Bank of Mexico has 
been a prime factor in the silver market, buying and selling in 
large amounts so as to support and stabilize the price. 

From the above it is apparent that the monetary authorities 
have had to rely almost entirely on one single weapon—namely, 
legal reserve requirements. While this weapon has been partly 
effective, it will be shown in the following section that the 
volume of fiscal operations and the balance of payments situation 
have far over-shadowed the economic influences of monetary 
policy. 

Relative effectiveness of current policy. Before examining the 
relative effectiveness of the various monetary instruments em- 
ployed since the devaluation, it might be helpful to survey briefly 
the economic trend since the 1954 devaluation. Many observers 
wuold probably agree that a convenient division could be made 
between the period of strong economic advance running from 
approximately mid-1954 to the spring of 1956, and the subse- 
quent period up to the present characterized by a slower rate 
of economic growth. 

Following the 30.8 per cent devaluation of the peso on April 
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18 to a rate of 12.5 pesos to the dollar, the current account in 
the balance of payments continued to remain negative for two 
months. In July the balance turned positive, and except for 
November, remained positive for the rest of the year; in 1955 
the current account registered a surplus of $123.8 million com- 
pared to a deficit of $23.6 million in 1954. In 1956 and 1957, 
the current account balance again turned negative. 

On the industrial side, the general index of the volume of 
industrial production, which had been relatively stable for sev- 
eral months prior to the devaluation, began to rise in the third 
quarter of 1954 and in the following months, with the result 
that the index for 1955 as a whole showed an 11 per cent in- 
crease over that for 1954. A second advance of 12 per cent 
occurred in the period from the fourth quarter of 1955 to the 
second quarter of 1956. Since then the index has advanced 
more slowly. 

The Federal Government budget registered a surplus of 543 
million pesos in 1955 compared with a deficit of 711 million 
pesos in 1954. In 1956 the surplus was about half as large 
as in 1955, and in 1957 there was a slight deficit. A fair-sized 
deficit is expected for 1958. 

The devaluation and monetary expansion stemming from high 
foreign exchange receipts influenced domestic prices, with the 
result that wholesale prices rose 26 per cent in the two years 
ending in April 1956. During 1955 the cost of living index 
registered its greatest increase. Both price indexes declined dur- 
ing 1956 but began a renewed, gradual rise in the spring of 
1957 which has continued to date. 

In the post-devaluation period, gross national product, money 
supply and over-all bank credit registered their biggest increases 
in 1955 and since then have been increasing at a slower rate. 
The effect of the above developments on the money supply during 
1954-57 is illustrated in Table 2. 

During the four-year period considered above, money supply 
continued to expand significantly each year, but the influence 
of the balance of payments situation and federal budget varied 
between expansionary or contractionary. Bank credit remained 
expansionary each year but was counteracted partly by increases 
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TABLE 2 
Variation in the Circulating Medium by Origin 
(In millions of pesos) 


1954 1955 1956 1957 

A. Credit expansion 2,461.3 1,137.3 1,986.2 1,781.1 
B. Increase in time and other 

long-term deposits —1,613.1 — 912.6 — 846.3 —1,668.7 

C. External origin — 482.0 2,539.5 746.9 — 207.4 

D. Purchase of securities 980.0 — 106.1 152.6 1,027.8 

1. Government 508.5 = 4.4 — 349 660.5 

2. Private 471.5 — 101.7 187.5 367.3 

E. Other items — 293.5 — 866.5 — 862.5 — 131.6 

Net Increase in Money Supply 1,052.7 1,791.6 1,176.9 801.2 

Net Increase in Money Supply 1,052.7 1,791.6 1,176.9 801.2 


in time and other long-term deposits. Both the national and pri- 
vate banks contributed to this credit expansion. During 1953-54, 
the national banks expanded credit in much greater volume than 
private banks; however, in 1955-56, this situation was reversed, 
and in 1957 both expanded credit in approximately the same 
volume. During 1955 and 1956, factors of “External Origin” 
turned expansionary, reflecting a surplus in the balance of pay- 
ments. On the other hand, the contractionary influences of the 
Federal Government’s budget surpluses during the same period 
are reflected in a small net reduction in holdings of government 
securities. During 1957, the contractionary influence of the 
balance of payments was more than offset by the expansionary 
effect of a large increase in the holdings of government securities. 

On the whole, the expansion in the circulating medium has 
been greater than warranted by the increase in real output. The 
result has been a substantial increase in domestic prices. Never- 
theless, the post-devaluation inflation would have been even 
more serious had not the central bank taken various steps to 
restrain inflation. Probably one of the most significant anti-infla- 
tionary weapons employed by the monetary authorities just after 
the devaluation was the seizure of revaluation profits cited ear- 
lier. Another post-devaluation monetary action taken in January 
of 1955 was the imposition of marginal reserve requirements 
for associated banks as indicated in Table 1. These requirements 
undoubtedly restrained secondary expansion somewhat; however, 
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they were far short of the contractionary influence exercised by 
the budget surplus of 543 million pesos, which incidentally was 
due not to higher tax rates but merely to increased domestic 
economic activity (leading to higher receipts) as a result of the 
devaluation and a high rate of activity in external markets. 
For the majority of the deposit liabilities, as indicated in Table 1, 
the cash requirement of 30 per cent was not altered and specified 
security requirements were increased only 15 percentage points, 
or from 40 to 55 per cent. The next set of changes in reserve 
requirements in mid-1957, as listed in Table 1, were really not 
intended to be anti-inflationary. If anything, there was prob- 
ably an easing of credit conditions. The chief aims of the mid- 
1957 changes were to permit improved commercial bank earnings 
and to simplify the legal reserve requirements system. The Bank 
of Mexico also hoped that the step would stimulate the purchase 
of industrial securities. In short, the only active monetary meas- 
ures of any anti-inflationary significance following the devalua- 
tion were the seizure of revaluation profits and the imposition 
of marginal reserve requirements in January of 1955. On the 
passive side inflation was also restrained by the central bank's 
reluctance to extend commercial bank rediscounts. 

Bank of Mexico intervention in the security market during the 
period under observation aggravated the inflationary pressures 
except in 1955-56 when the Bank reduced its holdings of both 
governmental and private securities. In 1954, for example, when 
the circulating medium increased 1,053 million pesos, the Bank 
increased its holdings of government securities by 558 million 
pesos. In 1957, when the money supply increased 801 million 
pesos, the Bank added 286 million pesos in government securities 
to its portfolio. Hence, the Bank’s operations in the security 
market, except during periods of significant budget surplus, have 
been inflationary rather than anti-inflationary. This intervention 
in the market coincides with the fourth general aim of monetary 
policy stated earlier. The Bank of Mexico tends to justify its 
inflationary intervention as mandatory if there is to be any sig- 
nificant development of the Mexican securities market, and also, 
as indicated earlier, if commercial banks are to be freed from 
the danger of a decrease in the capital value of their security 
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reserves. It therefore appears unlikely that open market opera- 
tions could be utilized by the Bank of Mexico in the near future 
as an effective tool of monetary policy. 

From the foregoing, one is lead to the conclusion that Mexican 
monetary policy since 1954 has contributed somewhat to general 
monetary stability, but that the deficits or surpluses in the fed- 
eral budget or balance of payments have exerted even stronger 
inflationary or anti-inflationary pressures. The main monetary 
weapons have been the limited availability of central bank redis- 
counts and changes in commercial bank reserve requirements 
with the latter weapon being more or less effective only with 
regard to restraining secondary expansion. The seizure of re- 
valuation profits is merely a one-time weapon and hence is not 
available on a continuing basis. It therefore appears that a large 
share of the responsibility for maintaining internal monetary 
stability falls on the Federal Government, with budget surpluses 
being almost a necessity when significant surpluses occur in the 
balance of payments. 

External and other factors in Mexico’s economic outlook. The 
outlook for the Mexican economy is one of continued growth, 
but probably at a slower rate than in 1955-56. It is likely that 
inflationary pressures will continue to be prevalent, particularly 
in view of recent federal budget deficit operations. These infla- 
tionary pressures will mean a continuing responsibility for an 
intelligent monetary and especially fiscal policy if another devalua- 
tion in the near future is to be avoided. 

The price indexes shown in Table 3 below indicate that from 
the viewpoint of relative prices between Mexico and the United 
States, not all of the price benefits from the 1954 devaluation 
have been eliminated. In April of 1954 as a result of the 
devaluation the value of the dollar in terms of Mexican prices 
rose by 44.5 per cent. In the four years since the devaluation, 
United States’ prices increased approximately 8 per cent; for 
the same period, Mexican prices rose about 45 per cent. Thus 
the net increase in Mexican prices of 37 per cent is still 7.5 
per cent below the rise in the value of the dollar. While this 
analysis suggests a more precise determination than is really 
possible, the general conclusions are nevertheless probably correct. 
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TABLE 3 
Relation of Mexican and United States’ Prices 
(April, 1954=100) 
Apr.’54 Apr.’55  Apr.’56 Apr.’57 Apr.’58 
Index of workers’ cost of 1999 117.5 129.0 129.6 148.5 


living in Mexico City 


U.S. 
alee oo 100.0 99.7. 100.3 104.1 107.8 
Index of cost of food 100.0 119.2 125.9 129.2 142.8 


in Mexico 


Food component of US. 1999 98.9 97.5 101.2. = 108.2 


Consumer price index 


Index of wholesale prices 
in Mexico City pes 100.0 119.0 131.6 131.7 144.1 


vcr aly ge 100.0 99.5 102.3 105.6 107.5 
While the general economy continues to advance, particularly 
in view of higher agricultural output in 1958, prices have been 
increasing at a rate of about 10-12 per cent a year. Largely 
because of these inflationary aspects, capital flight occurred early 
in the year and during the first five months of the year, inter- 
national reserves dropped $83 million compared with $50 mil- 
lion for the same period in 1957. Lately there has been a trend 
for imports to rise more than exports and increasing tourist 
receipts have not offset this imbalance. On September 1, 1958, 
the Bank of Mexico’s international reserves were $386 million 
compared to $430 million the year before. 

A heavy drain in reserves, of course, could exert strong pres- 
sure for another devaluation. However, if reasonable internal 
price stability can be maintained, Mexico would have a stronger 
case for utilizing the foreign exchange facilities provided through 
the International Monetary Fund and the Stabilization Agree- 
ment with the United States in order to defend the current 
exchange rate. 

Looking at the more favorable factors, Mexican exports are 
now sufficiently diversified so that occasional slumps in world 
market prices are not likely to affect seriously total export earn- 
ings. In addition, domestic and foreign investment has been 
continuing at a high rate, which augurs well for the continuation 
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of a rapid rate of economic growth. Investment has been 
aided by an increasing rate of internal saving; thus in 1955, 
1956, and 1957, private credit institutions had increases of 20, 
24, and 28 per cent, respectively, in their time obligations 
which at the end of August 1958 composed 41 per cent of 
total liabilities. 

From the above, it is evident that for economic stability, Mex- 
ico’s basic need is a balanced budget and a tight money policy. 
Both would then aid in maintaining equilibrium in the balance 
of payments. If credit continues to expand at a significantly 
higher rate than real economic output, the inevitable consequences 
will probably be another devaluation. 








Review: 
Public Finance and Less 
Developed Economy 
By Jobn M. Hunter* 









I do not know who Mr. Paul Van Philips is, but he has 
written a poor and only moderately interesting book. There is 






















no information within its cover to identify the author or why ; 
he undertook this work. One very small clue seems to indicate 
that it is a published Ph.D. thesis. The author does not write 
easily in the English language. His unusual familiarity with ’ 
European works on the subject and his failure to employ certain , 
materials by U.S. authors indicates that he is probably Euro- . 
pean. This, to some extent, may excuse some of the book’s 
shortcomings. d 
In the first place, the book is aesthetically bad. Without spe- . 
cial effort, I discovered more than 100 errors in spelling in this ti 
relatively short work. There are also some very strange uses . 
of the English language. If the job was worth doing in the . 
first place, the author or publisher or both should have given it 
the small extra attention to make it publically presentable. Appar- ° 
ently neither thought it worth the effort. Further, in terms of 
literary content, Philips tends to labor the obvious and also to 7 
wander far afield from his announced topic. = 
The general plan is the construction of a model in roughly the d 
first quarter of the book. This model is constructed from the 7 
* Dr. Hunter is Director of the Centro de Estudios sobre Desarrollo of 
Economico, Universidad de los Andes, Bogota Colombia, and Professor ar 
of Economics, Michigan State University. sn 
‘ 1 Paul A. M. Van Philips, Public Finance and Less Developed Economy | 
with Special Reference to Latin America (The Hague, Martinus Nijhoff, e 






1957: pp. 181 bibliography, 182-185). 
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Latin American countries including the Guianas. Once this hypo- 
thetical country has been more than adequately described, the 
next 120 pages deals ostensibly with the problems of public finance 
in this country. The remaining 20 pages are an attempted syn- 
thesis and the major conclusions restated. The lack of personal 
observations and the continuous misspelling of country’s names 
(e.g. “Columbia” and “Chili”) —leads me to the conclusion 
(which may be in error) that the author has no special compe- 
tence in Latin American affairs. His reason for selecting this 
area is the desire to analyze economies likely to experience a 
Western style development. Public finance problems under a 
Russian type development are substantially different. 

There are a number of points which can be dealt with sum- 
marily. In this portion, I will cite these briefly and comment 
equally briefly to demonstrate some of the shortcomings of the 
book and its general tenor. In the following portion, there are 
certain points which require more detailed comment. Finally, 
my review will list and discuss very briefly certain portions of 
the book with which I am in substantial agreement. 

A. “The differences in income between countries are due to 
differences in application of capital goods, efficiency, institutional 
and political conditions and so on, rather than to differences in 
the degree of industrialization.” (p. 35) This is internally in- 
consistent. To me, the “application of capital goods” and “effi- 
ciency” are both to a large measure part and parcel of the 
“degree of industrialization”. Nor are “institutional and polit- 
ical conditions” independent of the degree of industrialization. 

B. The author discusses shortly thereafter the objectives of 
countries desiring economic development relative to the already 
achieved objectives of developed countries. (pp.39-40) In this 
discussion he considers the possible progress that these countries 
can make in a seven year period. I regard it a major error to 
consider economic development seriously in such a short period 
of time. Economic development is essentially economic history, 
and in terms of history seven years or even a decade is a very 
small period of time. This is more than a quibble because the 
plans and programs developed for successive periods of five and 
ten years may be substantially different and, in the long-run, 
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much less desirable than plans based on 25 and 50 year periods. 

c. “Another characteristic of the underdeveloped monetary 
system is the relatively high rate of interest . . . for medium and 
long-term loans. This should be regarded as a consequence of 
the low supply of savings and of the high risk of investment 
rather than as a result of the high productivity of capital.” 
(p. 67) This rather cavalier treatment of interest rates indicates 
considerable naiveté. A considerable number of competent econ- 
omists feel that the high productivity of capital is in part at least 
responsible for high rates. There are two additional and pos- 
sible explanations: One of the most important determinants of 
a high rate for contractual obligations is the continual threat 
of inflation; related to this are the rates obtainable in alternative 
opportunities—such as the holding of land or foreign exchange. 

D. “The problem of development is largely a problem of 
finance. .. .” (p. 44) In fairness to the author, it is difficult to 
discern whether this is a statement representing his own position 
or one representing an earlier mentioned group. (Robbins, Ropke, 
von Mises, Hayek). If this is his position, it simply indicates 
he understands a little of the problems of underdeveloped coun- 
tries. If it is not his position but rather purports to represent 
the aforementioned group I suspect that it is a gross over-simplifi- 
cation of their positions. 

E. ‘‘... the socio-cultural picture of an underdeveloped coun- 
try in the final stage will show little resemblance to that of an 
advanced economy. The problem of development is closely tied 
up with local conditions and the development policy should 
therefore be adapted to the typical social framework.” (p. 40) 
This is certainly the case. On the other hand, I am somewhat 
dissatisfied with the author's inclination to take as given and 
static whatever he may mean by the “socio-cultural picture” 
and the “typical socio-framework.” It makes no more sense to 
regard this as static than it makes to regard given or fixed the 
economy framework within which development will take place. 
In fact, one might define economic development in terms of 
changes in appropriate directions in both of these ill-defined 


patterns. 
F. “In advanced economy, stability is reached or maintained 
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with a surplus, a balanced but more often than not with a deficit 
budget.” (p. 83) He gives no evidence to support this con- 
clusion. I doubt that it is true. 

G. Van Philips spends a considerable amount of his time 
attacking the neo-classical viewpoint on various subjects. One 
example of this is found in his discussion of the method of 
financing governmental capital expenditures. (pp. 101-102). He 
concludes that if the neo-classical prescription is followed (that 
governmental capital expenditures must be financed from bor- 
rowing), development may lag and neo-classicism must be the 
villain. In this case, he has well smitten his own straw man, 
for/in the preceding paragraph he cites the neo-classical view- 
point as being that “capital expenditures may be met by receipts 
of loans.” 

H. In a discussion of the merits and the demerits of pro- 
gressive taxation, Van Philips discusses the effects upon produc- 
tive private enterprise. “Even if it does hamper private productive 
enterprise to some extent, it must be remembered; first, that 
the restrictive impact can be compensated by tax exemptions 
and subsidy . . .” (p. 123) This seems to me also to contain 
some inconsistency. 

K. In discussing export taxes we find on page 129 “Barring 
special circumstances they can not be shifted. .. .” On the fol- 
lowing page there follows considerable discussion of factors 
influencing forward shiftability without indication that these 
are ‘‘special circumstances’’. 

There follows a discussion of some of Van Philips’ points of 
greater interest and requiring greater detail. 

I am in agreement with the author’s conclusion regarding the 
relative merits of fiscal policy as compared to monetary policy 
for purposes of maintaining stability. This is a generally accepted 
conclusion, but which I think too often takes too little account 
of the relevant economies. One of the characteristics of under- 
developed economies is the lack of integration among the various 
sectors. Given this, one can not expect that fiscal policy will 
work as satisfactorily as in the more developed economies. Gov- 
ernment expenditures in one sector of the economy will not 
simply spill over into other sectors of the economy as smoothly 
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and as rapidly as it is assumed that they do in the developed 
economies. 

Van Philips frequently refers to what he calls ‘‘incompetency”’ 
in the private sectors of the economies. This incompetency is 
due partly to inability, lack of training, and sets of personal 
values which do not lead to the kind of economic development 
Van Philips desires. As a consequence of this incompetency, Van 
Philips assigns a major role to the government. This is not 
uncommon among writers of this subject. With others, Van 
Philips then neglects to discuss the sources of trained, able and 
willing people to undertake the functions of government as pre- 
scribed. If these people are in short-supply for business, they 
are in short supply for government. As an exploratory hypothe- 
sis, I suggest that in order for the government to undertake all 
the things assigned to it by such as Van Philips it is necessary 
to have a group of Schumpeterian entrepreneurs in it with much 
of the same qualifications as those required in the private sectors. 
The machinery of governmental bureaucracy may even require 
a greater number for a given task than the private sector. This 
is not to deny Van Philip’s proposition that the governments 
should undertake certain activities. But there rises again and 
again the question of the availability of administrative capacity 
to perform these tasks. One example: “Conditions in the less 
developed social framework increase the possibilities for tax 
shifting from rich to poor . . . part of these taxes can—and in 
fact will—be passed on to the weak bargaining group. The way 
out of this impasse can be found in price control and wage 
stabilization. These more or less dirigistic measures keep, so 
to speak, the shiftability within narrow limits”. To propose that 
a government absorb resources for an effective price control and 
wage stabilization program in order to reduce the shiftability of 
taxes is silly. 

Van Philips’ discussion of the optimal-size governmental budget 
is interesting if not very instructive. The basic proposition is 
that funds should be shifted from the private sector to the public 
sector as long as the marginal revenue or marginal return from 
the increment is greater in the latter than in the former. This 
is, of course, standard and good neo-classical theory. In dealing 
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with this particular problem, as Van Philips points out, it is not 
very good practice because of the inability to measure marginal 
returns. And, on second thought, this classical “theory of the 
firm” concept may not be very good theory either. The imme- 
diate difficulty one runs into in attempting a practical applica- 
tion of this principle is the fact that there are at least two 
pertinent portions of the governmental sector and at least three 
important subdivisions of the private sector. For the government 
there are expenditures of a capital nature and expenditures of 
a consumption nature. The marginal returns of expenditures 
in the capital sector are positive and straight forward nature. 
But the returns of the marginal expenditure in the consumption 
sector would somehow be equal to (but of opposite sign) the 
negative values of what is avoided by having the expenditure, 
e.g. reducing crime by increasing the police force. In the private 
sector, as Van Philips is continually aware, there are expenditures 
by the poor and expenditures for consumption by the rich. The 
third private classification class of expenditures is that of private 
investment. Given measurability of marginal returns for expen- 
ditures in each of these sub-sectors, it still is not theoretically 
possible to reach an optimum position. I doubt that the measure- 
ments could be made sufficiently comparable, and interpersonal 
welfare problems are involved for which determinate solutions 
are not available. In any case, the realization of important sub- 
groups within the two major groups makes the problem im- 
mensely more complex although it is certainly worthwhile to 
keep this principle in mind in developing governmental budgets. 


There is nothing startling in Van Philips’ proposal for a budget 
equalization fund to be based largely upon fluctuations in the 
value of exports. This is different from programs of the devel- 
oped countries which call for equalization funds to be built 
up out of tax surpluses in good years to be expended in depres- 
sion years. This is, of course, an excellent idea, but little tried. 
So that underdeveloped countries do not feel badly about their 
failure to try this scheme, it should be pointed out that developed 
countries do not carry out the practice of accumulating tax 
surpluses in years of prosperity, either. 

Van Philips is much too preoccupied with secondary problems 
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of economic development throughout. He seems to envisage 
rapid growth with “balance” (not defined), “equity” (defined 
poorly), and “stability” (largely “price”. Too much attention 
to these concerns may well prevent the rapid growth. “Devel- 
opment’’ means “change”; change means “disturbance’’; disturb- 
ance may well mean someone gets hurt. It is certainly well 
to bear in mind stability, equity and balance considerations, but 
the horse should be kept in front of the cart—not in it. 

His equity considerations require examination. He concludes 
that government expenditures for development should increase 
and this will probably involve increased taxes. Further, he con- 
cludes that these additional funds must come from the rich. 
(p. 60) This is a fine humanitarian proposition, but I question 
its economic efficacy by pleading ignorance of the facts of income 
distribution in these countries. First, it is agreed that there are 
people so poor that they cannot be expected to contribute further 
to the development expenses. It does not follow that these 
are the masses. To say that all the increase for increased expen- 
ditures should be collected from the rich is: 1) irrelevant unless 
the amount to be collected is known as well as the number of 
rich and their incomes (wealth), and 2) dangerous without 
adequate analysis and understanding of the effects of this col- 
lection on their developmental incentives in the private sectors. 
Van Philips struggles with this throughout Chapter VIII; but 
given the original premise (i.e. no more from the masses), he 
has to conclude that the rich can pay. 

The book is by no means all bad. In general, I agree with 
the major conclusions advanced by Van Philips although they 
are not very startling. 

As already indicated, fiscal policy is thought to be more useful 
than monetary policy. I have already indicated that I think there 
is a tendency to overestimate the capability of fiscal policy even 
disregarding political considerations. Van Philips concludes, with 
many, that development expenditures by the government must 
be financed somehow by forced saving. One method of providing 
forced saving is inflation through continuous monetary creation. 
Another is through forced loans, and the third through taxation. 
He concludes that taxes should be the most important means 
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of financing these expenditures. By far, the chapter on ‘‘Taxa- 
tion in a Growing Economy” is the most interesting and useful 
in the book. The governmental budget is described as a short- 
term policy to meet long-run objectives. It is thought to be 
preferable, and I certainly agree, that these long-term objectives 
should be firmly in mind when the budget is developed. We 
are agreed that the underdeveloped countries can increase their 
tax take by a considerable amount before the ‘‘danger point” is 
reached. I have already mentioned Van Philips’ proposition 
that the conditions in less developed countries increase the pos- 
sibility of shifting taxes from the rich to the poor. This point 
seems to be well-taken and I commend the argument on this 
point to the reader. Van Philips concludes along with Mrs. 
Hicks “that underdeveloped countries will eventually have to 
face the hard path of direct taxes just as now the developed 
countries have done.”” (p. 131) The conclusion that Keynesian 
economics is not particularly relevant in underdeveloped coun- 
tries is developed throughout much of the book and culminates 


on pages 170-171. This happens to be in agreement with my 
own feeling and is as good a statement of the argument as I 
know. Perhaps the most significant conclusion is that of Pro- 
fessor Howard Ellis—so important that Van Philips relegates 
it to a page by itself: ““Good government is the cornerstone of all 
effort to improve the economic lot of underdeveloped countries.” 
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